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23%

assets increased 23% to $628 million

27%

loan portfalie increased 27% to $509 million

6th

Bth in deposit growth market share out of 29 total banks in Greenvilte County

Expansion

expanded to Columbia market
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Greenville
County

Richland

Lexington
County

Greenville Offices

100 Verdae Boulevard, Suite 100
2125 Augusta Road

307 The Parkway @ Thornblade
1900 Woodruff Road - opening summer 2008

Lexington Offices

Cayce - opening 2009

5346 Sunset Boulevard - opening summer 2008
Richland Office
717 Lady Street, Suite D



Southern First Bancshares, Inc., is the holding company for Southern First Bank, N.A. The company was established in
1999 and now ranks as the 11th largest bank headguartered in South Carolina, with $628 million in assets. The company is
headguartered in Greenville, South Carolina, and expanded to Columbia, South Carolina, during the past year. The company

operates as Greenville First Bank in the Greenville market, and Southen First Bank in the Columbia market.

With four offices and 79 total employees, Southern First executes a unique banking model we call ClientFIRST®. Our model
provides superior client service through relationship team hanking. Every client has a senior banker and censistent support
team responsible for their entire banking relationship. This unique banking madel supports consistent client growth and

provides an efficient framework to drive financial performance.

Greenville and Columbia represent the two largest banking markets in South Carolina. Both markets have approximately
$10 billion in deposits and have grown in excess of 9% annually over the past five years. Our unique model, dynamic

markets, and experienced bank team provide the basis far the continued success of our company.
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Southern First Bancshares, inc. & Subsidiary December 31. 2007 December 31 7006

For the Years Ended

Net interest income $ 5738990 . 3 14349916

Provision for loan losses 2050000 1,650,000

Noninterest income ’ 1,262,252 579,495

General and administrative expenses 10,874,784 7,351,308

Net income 3435402 | 3,900,794

Income per share, diluted 106 1.20
At Year End

Totalassets © § 628128861 : § 509343951

loans,net © 503088382 ©  1397.233829

Deposits 412820468 : 345504076

Sharcholders’ equity 8277773 i 34583446

Book value per share 1299 1179

Market price per share 13.70 2147



Dear Fellow Shareholders:

The headlines for the banking industry in 2007 are admittedly disturbing. Our industry has witnessed billions of dollars
of losses related to the collapse of the subprime mortgage market, the decline of the national housing market, credit
deterioration of construction and development Yoans, and the averalt decline in our economy. Unfamiliar terms like
“collateralized debt obligations™ and “structured investment vehicles” were blamed for lack of disclosure and even more losses.

| am disappointed in an industry that creates financial products that lack appropriate disclosure and are based on greed.

TE@S{E rrreeerrerar————— errererrerrr—————

Trust has been defined as the “reliance on the integrity, strength, ability. or surety of a person or thing.” Trust is a privilege,
and the actions of our industry have lost the cherished trust of the public. Investors have understandably fled financial
service companies’ stocks, resulting in a 28% decline in the SNL Southeast Bank Index and a 30% decline in the SNL

Small Cap Bank Index for the year ending 2007.

Although our company does not originate or own subprime martgages, collateralized debt obligations or structured
investment vehicles, we are a public financial institution and are not imeune to investor skepticism. Our stock price
declined 37% during 2007 to and the year at $13.70. As a company dedicated to trust, integrity, and creating shareholder
value, this is highly disappointing.

cerrrrerrrenanens P@Ef@ﬁm@m@@

While industry headlines and investor skepticism dominated the banking landscape, 2007 was an exciting and productive
year for our company. In conjunction with our expansion into the Columbia market, our company officially changed its
name from Greenville First Bancshares to Southern First Bancshares. This name capitalizes on the reason behind our

pineapple logo and provides a consistent brand for our company to expand into additional maskets.

Our company achieved record growth in 2007, as assets increased 23% to $628 million. The primary driver of asset growth
continues to be our loan portfolio, which increased 27% to $508 million. This record loan growth of $107 million is a
testament to the talent and market experience of our Columbia 12am, as they generated over $62 million in loan growth.

This rapid production confirms that our banking madel can be successful in other markets.

In terms of asset quality, we experienced charge-offs Transaction Accounts ¢ 400
—

of .27% of average loans for the year. Non-performing

5124

assets stood at .78% of total assets at yearend,
with only two loans comprising 85% of our total nan-
perfarming assets. Expanding the management of credit
risk continues to be a major focus of our company's

strategic plan. The addition of a Chief Portfolio Risk

Dfficer in late 2007 provides a significant additional

resource ko manage our overall credit risk.



Focusing on retail deposit growth continues to be a major strategic initiative of our company. Data provided by the FDIC
reveals our continued growth in market share. As of June 30, 2007, our company climbed to 6th in Greenville County
market share out of 29 total banks. Only two banks experienced greater retail deposit growth in Greenville County than our
company during the 12-month periad ending June 30, 2007, Both of those banks have at least 16 offices in the Greenville

market, compared to our three.

seseeeeieines Greenville County Market Share - - s
BANK I OFFICES @ DEPOSITS(Smil) i MARKET SHARE
Carolina First 13 2,434 25.4%
Wachovia 19 1619 16.9%
BB&T 20 1,302 14.0%
Bank of America P 918 9.6%
SunTrust 17 467 4.9%

Southern First 3 389 4.1%

L0 XY

23 ather banks : 69 : 2420 25.1%

Our company made significant infrastructure investments in 2007 designed to provide the foundation for future eamings
growth. The transition to our new Greenville headquarters building was smooth and it provides sufficient resources to
support our company's future expansion plans. We recognized that the infrastructure investments in Greenville, coupled
with the expansion to Columbia, would adversely affect earnings in 2007. As a result, eamings declined 12% to $3.4
million reflecting our 48% increase in overhead expenses. We are rapidly leveraging these investments, as reflected in our
record loan growth for the year. This growth in earning assets enabled our net interest income to increase 17% for the year

and wilt help drive future earnings for our company.

The success of our company continues to be centered around our ClientFIRST® model. This modet delivers a distinctive
client experience, aperates with a relationship team structure, and executes with superior talent who share the highest

level of common values. Qur model provides every client with superior service fram a consistent, professionaf banker.
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Dne of the greatest highlights for $7.9
Southern First in 2007 was the addition of

Assets Per Employee

18 experienced bankers o our team. Our
company had 79 employees at year-end.
A consistent hallmark of our company has

$5.7

been the efficiency of our ClientFIRST® bkl
model. As of third quarter 2007, our

‘ $4.4
company had a significantly higher
“assets per emptoyee” ratio than peer
banks in South Carolina or the nation. ’ .

Most banks our size would have well over // //

100 employees. Our efficiency is critically 3
Southem SC Banks All Banks

First Bank

important for us 1o be competitive and

deliver consistent financial performance. —
$in millions
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Greenvilie and Columbia, Souih Carolina provide great markeis to support our continued growth. Greenville County is a $9.6
billian deposit market that has grown more than 9% annually aver the past five years. The Columbia market, consisting of
Richland and Lexington Couniies, is an $11.3 billion deposit market that has also expanded by approximately 10% annually
aver the past five years. Bath markets provide diverse economies and have stable real estate trends. Greenville County was

recognized by Realty Trac as having the lowest foreclosure rate among the 100 largest metro markets in 2007

LR
Greenwille 3 .

' / South Carolina
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The current bank investment enviranment reflects the broad investor disappointment with our industry. In 2008, we believe
investors will begin to distinguish high-performance growth companies. We hope to be recognized as & growth company
symbolizing consistency, quality, integrity, and outstanding leadership. We operate a unigue ClientFIRST® model that grows
ctient relationships, provides superior professional service, and produces solid and efficient performance. We have assembled
an outstanding team that is highly respected in our markets and provides the leadership to support our strategic plan. We
operate in outstanding South Carolina markets that enable the continued growth of our company. We are a company with

momentum. We are excited about the future of Southern First and greatly appreciate your continued support.

Justin Strickland Art Seaver Jimmy Orders
President Chief Executive Officer Chairman of the Board




Dehbie Tucker, Art Seaver
and Matt Kneeland

Collin Mackie, Lesley Griffeil
and Richard Furman

Karen h
Carolyn Hert:
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ClientFIRST® means we will provide a superior level of service to our clients every day,
p p ry day,

operating in a consistent relationship team structure and delivered by professional

hankers who share the highest level of comman values.
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Fred Gilmer, Terry Gambrell, Blake Tayler, Gloria Moore,

Robert Thompson and Fob Reeves Justin Strickland and David Keller
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Columbia

« (Qver $10 millian in retail deposits in 2007

* Qver $60 million in loans in 2007

» Lexington office on rapidly growing Highway 378, opening 3rd quarter 2008

* Regional Headquarters in Cayce opening 2009

Justin Strickland David Keller Gloria Moore Blake Taylor
President Senior Vice Prasident Client Officer Vice President

Proposed Régional Headqguarters
in Cayce



Greenville
* Fourth office opening 2nd quarter 2008 on Woadruff Road

* Expansion of the management team
- Senior Vice President Retail Banking, Carolyn Herbert
- Chief Portfolio Risk Officer, Michagl Strickland

A
Carotyn Herbert Michael Strickland
Senior Vice President Chief Partfolio Risk Officer
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Our marketing campaigns reflect our unigue styte of banking. They feature our relationship teams as well as members of our
Board of Directors. Our website provides information and education for our ¢lients in a secure, user-friendly environment,

Our website is built to accommadate the growing demand for onling banking.
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Assssenasn Community Events FbseMdbeserraransatanas

1t has been our mission to promote a family culture and proactively
support the communities in which we operate. We ask that all
employees take part in volunteering. In return, we pravide the right
environment to support their efforts. We also give monetarily to as
many worthy causes as is fiscally responsible. From sponsorship

support to aggressive marketing, we are involved extensively in the

communities we serve,

Our COmmunity Partners T R T N T T

A Child’s Haven Inc

ALS Foundation

Alzheimer's Association of Greervilla
American Cancer Society

American Diabetes Association
American Heart Association
American Red Cross

Artisphere

Babcock Center

Beck Academy PTA

Beraa Elementary School

Bethel Bible Missionary Church

Btue Ridge Council Boy Scows
Blythe Academy PTA

Bovs Home of the South
Break-A-Thon

Bridge Builder Foundation

Buena Vista PTA

Buncombe Street United Methodist
Camp Greenville Open Docrs Scholarships
Camperdown Academy Auction
Cancer Society of Greenville County
Carolina POPS Orchestia

Center far Developmental Sewvices
Children’s Museum Booseum Sponsor
Christ Episcopal Church

Christian Blind Mission International
Community Foundation of Greenville
Cystic Fibrosis Tennis Thomblade
Diligent Hands Gracious Hearts

Dribble for Dastiny

Easter Seats of SC

Fafts Park Endowment

Family Uite Program

For Qur Children Golf Tournament

Furman University

GHS All Sports Booster Club

Gift of Life

Girt Scouts of the Oid 96 Council Ine
Goodwill

Grage Church

Greater Columbia Chamber of Commerce
Greatar Gresnville Chamber of Commerce
Greenville Chorale

Greenville Clemson Club
GreenvilleConnect

Greenville Connect Tom Preston
Greenvilla County Gifted Center
Greenville County Legal Auxiiary Bati
Geeenville Family Partnership

Greenville Housing Futures Inc

Greenville Humane Society

Greenwille In Harmony Chorus

Greenville Little League

Greenville Little Theatre

Greenville Magazine Best & Brightest
Greenville Middle Academy PTA
Greenville Spartsclub Tennis Toumament
Greenville Symphony Association
Greenville Symphony Guild Tour of Homes
Greenville Tech Charter High School
Hatstat for Humanity

Hillerest High Boaster Club

Homes of Hope

Hospice of the Upstate

Hughes Academy PTA

Imagine Nation

Inglis for Congress Committee Inc

JORF
[Juvenile Diabetes Research Foundation)

Junior League of Greenville Inc
Kiwanis Club of Greenville

League Academy PTA

Meals On Wheels of Greenville
Miracle Hill Miristrias
Missionary Supply Network Inc
Mitchell Road Presbyterian Church
Mount Zion Christian Schoot
Muscular Cystrophy Association
MAML (Mational Alliance for Mentally W)
National Kidney Foundation

NCCAA {National Christian Callage
Athletic Association}

Palmetto Farmity Council

Palmetto Peleton Project

Pgace Center Business Development
Pendlaton Place Golf Tournament
Phoenix Center

Potential Youth Foundation

Ronatd McDonald House

Foper Mountain Holiday Lights
Rosewood House of Recovery Inc

Ratary Charities Inc

Rotary Club of Graanville

Satvation Ay

Sara Gollins Elementary School PTA
SC Children’s Theatre

SCBA 1South Carolina Bankers Association)
Senior Action

Shannon Forest Christian School
Shriner’s Hospital Gircus

Special Olympics of SC

Sportsclub of Greemville

Susan B Kemen Breast Cancer

Taste of Nation for Chanties /

14
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The Blade Junior Golf Classic -

Teleics Ministry

The Children’s Museum

The Meyer Center

The Naticnal Children’s Cancer Society
The Urban League

Thomwedl Home for Children

United Ministries

United Way of Greenville County
Upcountry History Museum

Upstatg Homeless Coalition of SC
Whrld Witness

YMCA Camp Greenville Golf and
Blue Jean Ball

YWCA of Greenville

Examples of community support
as of 12/31/07



- Condensed Consolidated Balance Sheets
: Southern First Bancshares, Inc. & Subsidiary -

December 31, December 31,
2007 20086

Assets
Cash and due from banks $ 771449 § 9112675
Federal funds sold 9,256,679 1,466,458
Investments 81,506,937 74,304,144
Loans 508,849,690 402,183,091
Less atlowance for loan losses {5,751,308) {4,949,262)
Net loans 503,098,382 397.233.829
Accrued interest receivable 3,324,361 2,381,336
Property and equipment, net 5,390,724 6.450,854
Bank owned life insurance 8.907,402 8,142,947
(Other assets 2,929,882 4,251,708

$ 628,128,861

$ 509,343,951

Liabilities and Shareholders’ Equity

Liabilities:
Depusits $ 412,820,468 $ 345,504,076
(fficial checks outstanding 818,885 4131107
FHLB advances and related debt 158,520,000 108,500,000
Junior subordinated debenturas 13,403,000 13,403,000
Accrued interest payable 2,739,210 2,278,154
Other 1,548,465 944,168
Total liabilities 589,851,088 474,760,505
Shareholders’ Equity:
Preferred stock -
Common Stock 29,465 29,339
Nanvested restricted stock {40,556)
Additional paid-in capital 31,033,558 30,846,538
Accumulated other comprehensive income (foss) 95,830 (16,465)
Retained earnings 7,159,476 3,724,034
Total shareholders” equity 38,271,113 34,583,446

$ 628,128,861

$ 509,343,951




- Condensed Consolidated Statements of Income
- -+ Southern First Bancshares, Inc. & Subsidiary

For the Years Ended December 31,

2007 2006
Interest income
Loans $ e m $ 27,629,556
Investments 4,908,020 3,299,369
Total interest incame 39,519,791 30,928,925
Interest expense 22,780,801 16,579,409
Net interest income 16,738,990 14,348,516
Provision for loan losses 2,050,000 1,650,000
Net interest income after
provision for loan tosses 14,688,990 12,699,516
Noninterest income
Loan fee income 173139 123,756
Service fees on deposit accounts 430,583 259,796
Other real estate ownead activity 21,657 {165,627
Income from bank owned life insurance 374,383 142,847
Other income 256,490 219,123 16
Total noninterest income 1,262,252 579,495
Noninterest expenses
Salaries and benefits 6,019,217 4,398,106
Professional fees 573,009 384,926
Marketing 498,844 390.377
Occupancy 1,433,311 663,139
Data processing and related costs 1,170,177 854,084
Other 1,179,506 660,676
Total noninterest expenses 10,874,784 7,351,308
Income befare provision for income taxes 5,076,458 5,927,703
Income tax expense 1,641,016 2,026,909
Net income $ 3435442 $ 3,900,794
Diluted income per share $ 1.06 $ 1.20
Weighted average number of common
shares outstanding- diluted 3,232,145 3,238,329
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R. Arthur Seaver, Jr.
Chief Exgcutive Officer
F. Justin Strickland
President

James M. Austin, i
Executive Vice President
Chief Financial Cffices
Fred Gilmer, il
Executive Vice President

Donald L. Kiser

Chief Credit Officer
Gwen G. Bridges
Executive Vice President
J. Edward Terrell
Executive Vice President
Fred Gilmer, Jr

Senior Vice President

Richard H. Furman
Senior Vice President
Carolyn Austin Herbert
Senior Vice President

W. David Keller

Senior Vice President
Marthew B. Kneeland
Senior Vice President

Loftin D. Mackie

Senior Vice President

Michael M. Strickland

, Senior Vice President
: Robert B. Thompson. i}
17 Senior Vice President

| / Robert E. Reeves, Jr.
Vice President

| Blake G. Taylor
Vica President

James B. Orders, Il
R. Arthur Seaver, Jr.
Andrew B. Cajka, Jr.
Mark A Cothran

Leighton M. Cubbage
Anne S. Ellefson
David G. Elfison

Frad Gilmer, Jr.

Tee Hooper
Rudolph G. Johnstone, i
Witliam B. Sturgis
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Report of Independent Registered Public Accounting Firm

To The Board of Directors

We have audited, in accordance with standards of the Public Company Accounting Oversight Board {United States), the
consolidated balance sheets of Southern First Bancshares, Inc., and Subsidiary as of December 31, 2007, and 2008,
ang reiated consolidated statements of income, sharehalders’ equity and comprehensive income and cash fiows for
each of the years in the three-year period ended December 31, 2007, inot presented herein); and in our report dated

March 21, 2008, we expressed an ungualified opinion on those consolidated financial statements.

In our opinion, the information set forth in the accompanying condensed consolidated financial statements is fairly

stated, in all material respects, in relation to the consolidated financial statements from which it has been derived.

EHA 1 uvioss
Greenville, South Carolina ‘)w ‘
March 21, 2008

/

Forward-Looking Statements Foward-looking statements in this annual report, such as statements 18
relating to future plans and expectations, are subject to risks and uncertainties, such as a downturn in the economy, \\ /5
greater than expected non-interest expenses, excessive loan losses and other matters, which could cause actual

results to differ materially from the future plans and expectations anticipated by such forward-looking statements. For

a more detailed description of factors that could cause such differences, please see our Annual Report on Form 10-K.

Common Stock Southern First Bancshares, Inc., helding company for Southern First Bank, N.A., is traced on
the NASDAQ Global Market under the symbal SFST.

Annual Report Form 10-K A copy of the Southern First Bancshares, Inc. s, Annual Report on Form 10-K
as filed with the Securities and Exchange Commission is available at no charge by contacting the Investor Relations

Officer listed below or on the company’s web site at www.Southernfirst.com.

Annual Shareholders Meeting The Annual Meeting of Shareholders of Southern First Bancshares,
Inc., the holding company for Southern First Bank, N.A., will be held at the Poinsett Club, 807 E. Washington Street,
Greenvitle, South Carolina, on Tuesday, May 13, 2008, at 5:00 PM.

Independent Registered Public Accounting Firm

Elliott Davis LLC | PO. Box 6286 | Greenville, South Carolina 29606

General Counsel

Nelson Muflins Ritey & Scarborough LLP | P.O. Box 10084 | Greenville, South Carolina 29603

Transfer Agent and Registrar

Registrar and Transfer Company | 10 Commerce Drive | Cranford, New Jersey 07016

Investor Relations Officer

James M. Austin, Ill, EVP and CFQ, Seuthern First Bancshares, Inc. | PO. Box 17465 | Greenville, South Carolina 29606
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Southern First Bancshares, Inc.
100 Verdae Boulevard, Suite 100

Greenville, South Carolina 29607
{864) 679-9000 | www.SouthemfFirst.com
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

Annual Report Pursuant To Section 13 Or 15(d) of The Securities Exchange Act Of 1934
For The Fiscal Year December 31, 2007.
Or

O] Transition Report Pursuant To Section 13 Or 15 (D) Of The Securities Exchange Act Of 1934

For the Transition Period from to

Commission file number 000-27719

Southern First Bancshares, Inc.

{Exoct name of registrant as specified in its charter)

South Carolina 58-2459561
(State of Incorporation) (I.R.S. Employer Identification No.)
100 Verdae Boulevard, Greenville. SC 29607
(Address of principal executive offices) {Zip Code)}

864-679-9000
(Telephone Number)

Securitics registered pursuant to Séction 12(b) of the Act:

Title of class Name of cach exchange on which registered
Common Stock The NASDAQ Global Market

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act.
Yes[J No

Indicate by check mark whether the registrant {1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes® Noll
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will
not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of *‘accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.
Large accelerated filer 3 Accelerated filer O Non-accelerated filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YesD No

The aggregate market value of the voting common stock held by non-affiliates of the registrant (computed by reference to the price
at which the common stock was recently sold) was $51,785,280 as of the last business day of the registrant’s most recently
completed second fiscal quarter.

2,962,118 shares of the registrant’s common stock were outstanding as of March 12, 2008
DOCUMENTS INCORPORATED BY REFERENCE

Proxy Statement for the Annual Meeting of Shareholders Part 11l (Portions of Items 10-14)
to be held on May 13, 2008.




' . : CAUTIONARY STATEMENT REGARDING :
' ) ' FORWARD-LOOKING STATEM ENTS . ; o

1. \ v

This Repon mcludmg information included or incorporated by reference in IhlS document, contains statements
which constitute forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section
21E of the Securities Exchange Act of 1934. These statements are based on many assumptions and estimates and are not
guarantees of future performance, Our actual results may differ materially from those anticipated in any forward-looking
statements, as they will depend on many factors about which we are unsure, including‘many factors which are beyond our
control. The words “may,” “would,” “could,” “will,” “expect,” “anticipate,” “believe,” “intend,” “plan,” and “estimate,”
as well as similar expressions, are meant to identify such forward-looking statements. Potential risks and-uncertainties
that could cause our actual results to differ from those anticipated in any forward-looking -statements include, but are not
limited to,.those described below under [tem 1A- Risk Factors and the following:

LI LAY R

e significant increases in competitive pressure in the banking and financial services industries;
- & changes in the interest rate environment which could reduce anticipated or actual marg,ms
e changes in political conditions or the legislative or regulatory environment;
s general economic conditions, either nationally or regtonally and especially in our primary service area,
becoming less favorable than expected resulting in, among other things, a de(erloratlon in credit quality;

* changes occurring in business conditions and inflation; . )

e changes in technology; . '

+ _ changes in monetary and tax policies; ,
"e  the level of allowance for lola'n loss;

¢ the rate of delinquencies and amounts of charge- offs;

s the rates of loan growth and the lack of seasoning of our loan portfolio; ,

s adverse changes in asset quality and resulting credit risk-related losses and expcnses

e . Jloss of consumer confidence and economic disruptions resultmg from tcrromt activities; .
s  changes in the securities markets; and N

L]

other risks and uncertainties detailed from time to. time in our filings wnh the Securmes and Exchange
Commission, :

We undertake no obiigation to publicly update or otherwise revise any forward-looking statements, whether as a
* result of new information, future events, or otherwise,

v

PARTI

Item 1. Business

General
. N
. Southern First Bancshares, Inc. (the “company™) is a South Carolina corporation that owns-all of the capitai
stock of Southern First Bank, N.A. (the “bank™) and all of the stock.of Greenville First Statutory Trust I and II
(collectively (the-“Trusts™)). On July 2, 2007 he company and bank changed their name to Southern Eirst Bancshares,
Inc. and Southern First Bank, N.A_, respectively. The bank is a national bank organized under the laws of the United
States with offices located in Green\nlle and Richland Counties, South Carolina. The bank is primarily engaged in the
business of accepting demand deposits and savings deposits insured by the Federal Deposit Insurance Corporation, and
providing commercial, consumer and mortgage loans to the general public. The bank owns all of the capital stock of JB
Properties. This subsidiary is for the purpose of owning real estate acquired in loan foreclosures. The Trusis are special
purpose subsidiaries organized for the sole purpose of issuing trust preferred securitics.

On October 26, 1999, the company sold 1,100,000 shares of its common stock at $10 per share and on
November 30, 1999 sold 50,000 additional shares for a total of 1,150,000 shares'(1,897,493 after adjustment for our 3 for
2 stock split in 2003 and subsequent 10% stock dividend in 2006) The offering raised approximately $10.6 million, 'net of
underwriting discounts, commissions and offering expenses.

On fune 26, 2003, Trust‘L offered and sold $6.0 million of floating rate sccuritics. The company received the
proceeds from the issuance of these securities and has reflécted the obl:gatlon resulting from the reéeipt of lhe proceeds as
]umor subordinated debentures in the balance sheets, The company invested $186, 000 in the T'ruqt )




On November 17, 2003, shareholders of record as of November 3, 2003, received one additional share of stock
for every two shares of stock owned prior to the 3 for 2 stock split. All fractional shares were paid in cash. On June 20,
2006, the company’s Board of Directors approved a 10% stock dividend to the company’s shareholders. The record date
was July 24, 2006 and the distribution date was August 14, 2006. All fractional shares were paid in cash. Earnings per
share and average shares outstanding have been adjusted to reflect the 3 for 2 stock split and the subsequent 10% stock
dividend for all périods shown.

On September 24, 2004, the company received $14.3 million from the sale of 800,000 shares of common stock
at a price of $17.875 (880,000 shares at a price of $16.25 after adjustment for the 10% stock dividend in 2006). On
October 15, 2004, the company’s underwriter exercised its option to purchase an additionat 120,000 shares at the same
price (132,000 shares after adjustment for the 10% stock dividend in 2006). The total gross proceeds were approximately

$16.4 million. The net proceeds to the company after offering costs and underwriter’s discount were approximately $14.9
million

On December 22, 2005, Trust 11 offered and sold $7.0 million of floating rate sccurities. The company received
the proceeds from the issuance of these securities and has reflected the obligation resulting from the receipt of the
proceeds as junior subordinated debentures’in the company’s balance sheets. The company invested $217,000 in the
Trust.

Non-GAAP Financial Information

This report also contains financial information determined by methods other than in accordance with Generally
Accepted Accounting Principles (“GAAP”). Management uses these non-GAAP measures to analyze the company’s
performance in comparison to prior years. The company incurred a one-time impairment charge of $1.5 million during
2005 which is discussed further in “Income Statement Review — Noninterest expenses.” During 2007, the company
recorded a $319,291 gain on sale of long lived assets. Management uses operating measures, which exclude the
impairment charge, in the calculation of certain company ratios to analyze on a consistent basis and over a longer period
of time, the performance of which it considers to be its core banking operations. These disclosures should not be viewed
as a substitute for GAAP measures, and ‘furthermore, the company’s non-GAAP measures may not necessarily be
comparable to non-GAAP performance measures of other companies. (See Item 6. Selected Financial Data.)

Marketing Focus

Greenville First Bank commenced operations in January 2000 and at that time was the first community bank
organized in the city of Greenville, South Carolina in over 10 years. During the 1990s, several community banks
operating in the Greenville market were acquired by larger regional financial institutions. We formed Greenville First to
take advantage of market opportunities resulting from this continued consolidation of the financial services industry.
Responding to this opportunity, we created a marketing plan focusing on the professional market in Greenville, including
doctors, dentists, and small business owners. We serve this market with a client-focused structure called relationship
teams, which provides each client with a specific banker contact and support team responsible for all of the client’s
banking needs. The purpose of this structure is to provide a consistent and superior level of professional service, and we
believe it provides us with a distinct competitive advantage. We consider exceptional client service to be a critical part of
our culture, which we refer to as'“ClientFIRST.” We emphasize this ClientFIRST culture in the training that we provide
our employees, and we strive to reflect this ClientFIRST culture in ali aspects of our business. During 2007, we opened
an-office in Columbia, South Carolina, broadening our market to include Richland and Lexington Counties and utilizing
the same client-focused structure, culture, and marketing plan. In conjunction with our entrance into this new market, we
changed the name of our bank to Southern First Bank; however, we continue to operate as Greenville First Bank in
Greenville County ‘

Location and Service Area

HiStorically, our primary market was Greenville County, South Carolina. In January 2007, however, we entered
into the Columbia market which includes Richland and Lexington Counties.

Greenville County is located in the upstate region of South Carolina, approximately midway between Atlanta
and Charlotte on the heavily traveled 1-85 business cornidor. It is South Carolina’s most populous county with
approximately 421,000 residents. Greenville is also one of the state’s wealthiest counties, with average household i income
of $51,794 as of June 30, 2007. In the past decade, Greenville County has attracted more than 56 billion in new business
investments and 43,000 new jobs and is now considered the “economic engine of South Carolina.” Greenville was also




recognized by Expansion Management Magazme in 2007 as the 3" top real estate market in the country for expandmg
and relocating businesses. ' .

We opened our first branch office, located on The Parkway hear Thomblade Country Club in Greenville, on
March 14, 2005 and our second branch office, located in the mature and historic Augusta Road arca of Greenville, on
November 4, 2005. We believe that the demographics and growth characteristics of these locations will provide us with
significant opportunities to further develop existing client relationships and expand our client base. We pian to Open our
third branch office in Greenville County on Woodruff Road during the second quarter of 2008. ,

" Columbia, South Carolina is the State capital and largest city in the State. Columbia is home to Fort Jackson, the
largest and most active initial entry training center of the United States Army. Richland County lS the 2™ largest county
in the State with a population of approximately 357,000 residents, while Lexington County is the 5™ largést county with a
population of approximately 244,000. From 2000 to 2007, the combined estimated population of Richland and
neighboring Lexington counties grew 12.0% to approximately 601,000 with FDIC deposits increasing to $12.5 billion as
of June 31, 2007. The average household i income for Richland and Lexington Coun'nes combined was $53,251 as of June
30, 2007. ‘ ‘ " )

n January 2007, Wwe opened our first office in Columbia as a loan productlon office which became a full-service
branch in July 2007. We plan to open a second branch office in Lexmgton dunng the Ihll’d quarter of 2008

Lending Activitit;s

General. We emphasize a range of lending services, including real estate, commercial, and equity-line consumer
loans to individuals and small- to medium:sized businesses and professional firms that are located in or conduct a
substantial portion of their business in our market area. Qur underwriting standards vary for each type of loan, as
described below. Since loans typically provide higher interest yields than other types of interest-eaming assets, we invest
a substantial percentage of our eaming assets in our loan portfolio. At December 31, 2007, we had net loans of $503.1
million, representing 80.1% of our total assets.

We have focused our lending activities primarily on the professional markets in Greenvilie and Columbia,
including doctors, dentists, and small business owners. By focusing on this client base and by servmg ¢ach client with a
consistent relationship team of bankers, we havé generated a loan postfolio with ]arger average loan amounts than we
believe is typical for a community bank. As of December 31, 2007, our average loan size was approximately $210,000.
Exciuding home equity lines of credit, the average loan size was approximately $239,000. At the same time, we have
strived to maintain a diversified loan portfolio and limit the amount of our loars to any single client. As of December 31,
2007, our 10 largest client loan relationships represemed approx1mately $78.4 million, or 15.4% of our loan portfolio.

Loan Approval. Certain credit risks are inherent in making loans. These include prepayment risks, risks
resulting from uncertainties in the future value of collateral, risks resulting from changes in economic and industry
conditions, and risks inherent in dealing with individual borrowers. We attempt to mitigate repayment risks by adhering
to internal credit policies and procedures. These policies and procedures inctide officer and client lending limits, a multi-
layered approval process for larger:loans, documentation examination, and follow-up procedures for any exceptions to
crédit policies. Our loan approval policies provide for various levels of officer lending authority. When the amount of
aggregate loans to a single borrower exceeds an individual officer’'s lending authority, the loan request will be considered
by an officer with a higher lending limit of by the officefs’ loan committee, which is comprised of our four most senior
lenders and our chief credit officer. The officers’ loan committee has pre-determined lending limits, and any loans in
excess of this lending limit will be submitted for approval by the finance committee of our board or by the full board. We
" do not make any loans to any director or executive officer of the bank unless the loan is approved by the board of
directors of the bank and all foans to directors, officers and employees are on terms not more favorable to such person
than would be available to a person not affiliated with the bank, consistent with federal banking regulations,

Management monitors exposure 1o credit risk from potential concentrations of loans to particular borrowers or
groups of borrowers, industries and geographic regions, as well as concentrations of lending products and practices such
as loans that subject borrowers to substantial payment increases (e.g. principal deferral pertods, loans with initial interest-
only periods, etc.), and loans with high loan-to-value ratios. As of December 31, 2007, approximately $57.3 million, or
11.3% of our loans had loan-to-value ratios which exceeded regulatory supervisory limits, of which 71 loans totaling
approximately $16.6 million had loanto-value ratios of 100% or more. These types of loans are subject to strict
underwriting standards and are more closely monitored than a loan with a low loan-to-value ratio. In addition, our




allowance for loan loss model considers and allocates a higher reserve for these types of loans. Furthermore, there are
industry practices that could subject the company to increased credit risk should economic conditions change over the
course of a loan’s life. For example, the company makes variable rate loans and fixed rate principal-amortizing loans
with maturities prior to the loan being fully paid (i.e. balloon payment loans), The various types of loans are individually
underwritten and monitored to manage the associated risks.

Credit Administration and Loan Review. We maintain a contmuous loan review system. We also apply a credit
grading system to each loan, and we use an independent process to review the loan files on a test basis to assess the
grading of each loan. The bank has a chief credit officer that reviews performance benchmarks established by
management in the areas of nonperforming assets, charge-offs, past dues, and loan documentation. Each loan officer is
responsible for each loan he or she makes, regardless of whether other individuals or committees joined in the approval.
This resp0n51b1]|ty continues until the loan is repaid or until the loan is officially assigned to another officer.

Lendmg Limits. Our lending activities are subject to a variety of lending limits imposed by federal law. In
general, the bank is subject to a legal limit on loans to a single borrower equal to 15% of the bank’s capital and
unimpaired surplus. Qur internal lending limit is tiered based on our assessment of the lending relationship. Generally,
our limit represents approximately 70% of the bank’s legal lending limit. The board of directors will adjust the internal
lending limit as deemed necessary to continue to mitigate risk and serve the bank’s clients. Based upon the capitalization
of the bank at December 31, 2007, the maximum amount we would lend to one borrower is $7.0 million. The bank’s
legal lending limit will increase or decrease in response to increases or decreases in the bank’s level of capital. We are
able to sell participations in our larger loans to other financial institutions; which allow us to manage the risk involved in
these loans and to meet the lending needs of our clients requiring extensions of credit in excess of these limits.

Real Estate Mortgage Loans. The princif)al component of our loan portfolio is loans secured by real estate
mortgages. We obtain a security interest in real estate whenever possible, in addition to any other available collateral, in
order to increase the likelihood of the ultimate repayment of the loan. At December 31, 2007, loans secured by first or
second morigages on real estate made up approximately 81.3% of our loan portfolio.

These loans will generally fall into one of four categories: commercial real estate loans, construction and
development loans, residential real estate loans, or home equity loans. Most of our real estate loans are secured by
residential or commercial property. Interest rates for all categories may be fixed or adjustable, and will more likely be
fixed for shorter-term loans. We generally charge an origination fee for each loan which is taken into mcome over the life
of the loan as an adjustment to the loan yield. Other loan fees consist primarily of late charge fees. Real estate loans are
subject to the same general risks as other loans and are particularly sensitive to fluctuations in the value of real estate.
Fluctuations in the value of real estate, as well as other factors arising after a loan has been made, could negatively affect
a borrower’s cash flow, creditworthiness, and ability to repay the loan. Although, the loans are collateralized by real
estate, the primary source of repayment may not be the sale of real estate.

e  Commercial Real Estate Loans. AtDecember 31, 2007, our individual commercial real estate loans ranged
in size from approximately $13,000 to $5.3 million, with an average loan size of approximately $476,000.
These loans generally have terms of five years or less, although payments may be structured on a longer
amortization basis. We evaluate each borrower on an individual basis and attempt to determine the business

risks and credit profile of each borrower. We attempt to reduce credit risk in the commercial real estate
portfolio by emphasizing loans on owner-occupied office and retail buildings where the loan-to-value ratio,
established by independent appraisals, does not exceed 85%. We also generally require that a borrower’s
cash flow exceeds 115% of monthly debt service obligations. [n order to ensure secondary sources of
payment and liquidity to support a loan request, we typically review all of the personal financial statements
of the principal owners and require their personal guarantees. At December 31, 2007, commercial real
estate loans (other than construction loans) amounted to $261.7 miltion, or approximately 51.4% of our loan
portfolio. Of our commercial real estate loan portfolio, $147.5 mllllon in loans were not owner-occupied
properties, representing 49.1% of our commercial real estate portfolio and 29.0% of our total loan portfolio.
The remainder of our commercial real estate loan portfolio, $114.2 million in loans or 38.0% of the
commercial loan portfolio, were owner-occupied. Owner-occup:ed loans represented 22.4% of our total
loan portfolio. .
. & Construction and Development Real Estate Loans. .We offer adjustable and fixed rate residential and
commercial construction loans to builders and developers and to consumers who wish to build their own
homes. At December 31, 2007, our commercial construction and development real estate loans ranged in




size from approximately $68,000 to $4.9 million, with an average loan size of approximately $648,000. At
December 31, 2007, our individual residential construction and development real estate loans ranged in size
from approximately $40,000 to $946,000, with an average loan size of approximately $377,000. The

“"duration of our construction and development loans generally is limited to 18 months, although payments-
‘may be structured on a k,mger amortization basis. Commercial construction and development loans
generally carry a higher degree of risk than long-term financing of existing properties because repayment
depends on the ultimate completion of the project and sometimes on the sale of the property. Specific risks
include:

COSt overruns,

mismanaged construction;

inferior or improper construction techniques;

£conomic changes or downturns during construction;

a downturn in the real estate market;

rising interest rates which may prevent sale of the property; and
failure to sell completed projects in a timely manner,

We attempt to reduce the risk associated with constructmn and development loans by obtaining personal
guarantees where p0551ble and by keeping the loan-to-value ratio of the completed project at or below 80%.
At December 31, 2007, total construction loans amounted to $45.6 miltion, or 9.0% of our loan portfolio.
Included in the $4_5 6 million was $38.5 million, or 7.6% of our loan portfolm that were commercial
construction, and $7.2 million, or 1.4% of our toan portfolio, that were consumer construction loans.

s Residential Real Estate Loans and Home Equity Loans. We do not generally originate traditional long term
residential mortgages, but we do issue traditional second mortgage residential real estate loans and home
equity lines of credit. At December 31, 2007, our individual residential real estate Toans ranged in size from
$3,600 to $2.7 million, with an average loan size of approximately $281,000. Generally, we limit the loan-
to-value ratio on our residential real estate loans to 85%. We offer fixed and adjustable rate residential real
estate loans with terms of up to 30 years. We typically offer these fixed rate loans through a third party
rather than originating and retaining these loans ourselves. We also offer home equity lines of credit. At
December 31, 2007, our individual home equity lines of credit ranged in size from $1,000 to $1.9 million,
with an average of approximately $96,000. Our underwriting criteria and the risks associated with home
equity loans and lines of credit are generally the same as those for first mortgage loans. Home equity lines
of credit typically have terms of five vears or less. We generally limit the extension of credit to 90% of the
available equity of each property, although we may extend up-to 100% of the available equity. At
December 31, 2007, residential real estate loans (other than construction toans) amounted to $106.6 million,
or 21.0% of our loan portfolio. Included in the residential rcal estate loans was $59.8 million, or 11.7% of
our loan portfolio, in first and second mortgages on individuals’ homes and $46.8 mitlion, or 9.2% of our
loan portfolio, in home equity loans. :

Commercial Business Loans. We make loans for commercial purposes in various lines of businesses, including
the manufacturing, service industry, and professional service areas. At December 31, 2007, our individual corhmercial
business loans ranged in size from approximately $4,000 to $3.0 million, with an average loan size of approximately
$142,000. Commercial loans are generally considered to have greater risk than first or second mortgages on real estate
bécause commercial loans may be unsecured, or if they are secured, the value of the collaieral may be difficult to assess
and more likely to decrease than real estate. At Decémber 31, 2007, commercial business loans amounted to $86.9
million, or 17.1% of our loan portfolio. -

We are eligible to offer small business loans utilizing government enhancements such as the Small Business
Administration’s (“SBA”) 7(a) program and SBA’s 504 programs. These loans typically are partiafly guaranteed by the
government, which helps to reduce their risk. Government guarantees of SBA loans do not exceed, and are generally less
than, 80% of the loan. As of December 31, 2007, we had not originated any small business loans utlllzmg government
enhancements. }

Consumer Loans. We make a variety of loans to individuals for personal and household’ purposes,_ including
secured and unsecured installmerit loans and revolving lines of credit. Consumer loans are underwritten based on the
borrower’s income, current debt level, past credit history, and the availability and value of collateral. Consumer rates are
both fixed and varjable, with terms negotiable. At December 31, 2007, our individual consumer loans ranged in size from




$200 to $469,000, with an average loan size of approximately $18,000. Our installment loans typically amortize over
perlods up to 60 months. We will offer consumer loans with a single maturity date when a specific source of repayment
is available. We typically require monthly payments of interest and a portion of the principal on our revolving loan
_products. Consumer loans are generally considered to have greater risk than first or second mortgages on real estate
because they may be unsecured, or, if they are secured, the value of the collateral may be difficult to assess and more
likely to decrease in value than real estate. At December 31, 2007, consumer loans amounted to $9.1 million, or 1.8% of
our loan portfolio.

Deposit Services

Qur principal source of funds is core deposits. We offer a full range of deposit services, including checking
accounts, commercial checking accounts, savings accounts, and other time deposits of various types, ranging from dally
money market accounts to long-term certificates of deposit. Because of the historically low interest rate environment in
the last three years, we have chosen to obtain a portion of our deposits from ocutsid€ our local markets. Our out-of-
market, or wholesale, certificates of deposits represented 37.6% of total deposits at December 31, 2007. The deposits
obtained outside of our market area generally have lower rates than rates being offered for certificates of deposits in our
local market. This funding strategy allowed us to operate in only four locations, maintain a smaller staff, and not incur
significant marketing costs to advertise deposit rates, which in turn has allowed us to maintain our focus on growing our
loan portfolio. In an effort to obtain lower costing deposits, we are focusing on expanding our retail deposit program.
Accordingly, we plan to open two new retail deposit offices, one in the second quarter of 2008 and the other in the third
quarter of 2008, which will assist us in obtaining low cost transaction accounts that are less affected by rising rates.
Deposit rates are reviewed regularly by senior management of the bank. We believe that the rates we offer are
competitive with those offered by other financial institutions in our area. We focus on customer service and our
ClientFIRST culture to attract and retain deposits.

Other Banking Services

We offer other bank services including safe deposit boxes, traveler’s checks, diréct deposit, United States
Savings Bonds, and banking by mail. We earn fees for most of these services, including debit and credit card
transactions, sales of checks, and wire transfers, We also receive ATM transaction fees from transactions performed by
our clients. We are associated with the Honor, Cirrus, and Master-Money ATM networks, which are available fo our
clients throughout the country. Since we outsource our ATM services, we are charged related transaction fees from our
ATM service provider. We have contracted with Fidelity Integrated Financial Solutions, an outside computer service
company, to provide our core data processing services and our ATM processing. By outsourcing these services, we
believe we are able to reduce our overhead by matching the expense in each period to the transaction volume that occurs
during the period, as a significant portion of the fee charged is directly related to the number of loan and deposit accounts
and the related number of transactions we have during the period. We believe that by being associated with a shared
network of ATMs, we are better able to serve our clients and are able to attract clients who are accustomed to the
convenience of using ATMs, although we do not believe that maintaining this association is critical to our success. We
also offer Internet banking services, bill payment services, and cash management services. We do not expect to exercise
trust powers during our next few years of operations.

Competition

The banking business is highly competitive, and we experience competition in our market from many other
financial institutions. Competition among financial institutions is based upon interest rates offered on deposit accounts,
interest rates charged on loans, other credit and service charpes relatmg to loans, the quality and scope of the services
rendered, the convenience of banking facilities, and, in the case of loans to commercial borrowers, relative lending limits,
We compete with commercial banks, credit unions, savings and loan associations, mortgage banking firms, consumer
finance companies, securities brokerage firms, insurance cornpanies, money market funds, and other mutual funds, as
well as other super-regional, national, and international financial institutions that operate offices in Greenville and
Richland Counties and elsewhere.

As of June 30, 2007, there were 29 financial institutions other than us in our primary market, Greenville County
and 28 other financial institutions in the Columbia market. We compete with these institutions both in attracting deposits
and in making foans. In addition, we have to attract our customer base from other existing financial institutions and from
new Tesidents. Many of our competitors are well-established, larger financial institutions with substantially greater
resources and lending limits, such as BB&T, Bank of America, Wachovia, and Carolina First Bank. These institutions
offer some services, such as extensive and established branch networks and trust services that we do not provide. In




addition, many of our non-bank competitors are not subject to the same extensive federal regulations that govern bank
holding companies and federally insured banks,

We believe our commitment to quality and personalized banking services through our ClientFIRST culture is a
factor that contributes to our competitiveness and success.

Market Share

As of June 30, 2007, the most recent date for which market data is available, total deposits in the bank’s primary
service area, Greenville County, were over $9.6 billion, which represented a 14.3% deposit increase from 2006. At June
30, 2007, the bank represented 4.1% of the market.

OQur Columbia location did not become full-service Branch until after June 30, 2007; therefore, the most recent
market data reflects no market share in the Columbia market. Our service area in the Columbia market will include both
Lexington and Richland counties which combined represented over $11.3 billion in deposits as of June 30, 2007.

Employees

At March 17, 2008, we employed a total of 8] full- tlme ancl 2 part-timg employees. We believe that our
relations with our employees are good.

'SUPERVISION AND REGULATION

Both the company and the bank are subject to extensive state and federal banking laws and regulations that
impose specific requirements or restrictions on and provide for general regulatory oversight of virtually all aspects of our
operations. These laws and regulations are generally intended to protect depositors, not shareholders. The following
summary is qualified by reference to the statutory and reguiatory provisions discussed. Changes in applicable laws or
regulations may have a material cffect on our business and prospects. Our operations may be affected by legislative
changes and the policies of various regulatory authorities. We cannot predict the effect that fiscal or monetary policies,
economic control, or new federal or state legislation may have on our business and earnings in the future,

The following discussion is not intended to be a complete list of all the activities regulated by the banking laws
ot of the impact of such laws and regulations on our operations. [t is intended only to bneﬂy summarize some material
provisions.

Southern First Bancshares, Inc,

We own 100% of the outstanding capital stock of the bank, and therefore we are considered to be a bank holding
company under the federal Bank Holding Company Act of 1956 (the “Bank Holding Company Act”). As a result, we are
primarily subject to the supervision, examination and reporting requirements of the Board of Governors of the Federal
Reserve (the "Federal Reserve") under the Bank Holding, Company Act and its regulations promulgated thereunder,
Moreover, as a bank holding company of a bank located in South Carolina, we also are subject to the South Carolina
Banking and Branching Effi c:ency Act.

Permitied Activities. Under the Bank Holding Company Act, a bank holding company is generally permitted to
engage in, or acquire direct or indirect control of more than 5% of the voting shares of any comparly engaged in, the
following activities:

. banking or managing or controlling banks;
*. - furnishing services to or performing services for our subsidiaries; and
. any activity that the Federal Reserve determines to be so closely related to banking as to be a proper

incident to the business of banking,




Activities that the Federal Reserve has found to be so closely related to banking as to be a proper incident to the
business of banking include:

. factoring accounts receivable;

. making, acquiring, brokering or servicing loans and usual related activities;

. leasing personal or real property;

. operating a non-bank depository institution, such as a savings association;

. trust company functions;

. financial and investment advisory activities;

. conducting discount securities brokerage activities;

. underwriting and dealing in government obligations and money market instruments;

. providing specified management consuiting and counseling activities;

. performing selected data processing services and support services;

. acting as agent or broker in selling credit life insurance and other types of insurance in connection with
credit transactions; and ' '

. performing selected insurance underwriting activities.

As a bank holding company we also can elect to be treated as a “financial holding company,” which would aliow
us to engage in a broader array of activities. In summary, a financial holding company can engage in activities that are
financial in nature or incidental or complimentary to financial activities, including insurance underwriting, sales and
brokerage activities, providing financial and investment advisory services, underwriting services and limited merchant
banking activities. We have not sought financial holding company status, but may elect such status in the future as our
business matures. If we were to elect financial holding company status, each insured depository institution we control
would have to be well capitalized, well managed and have at least a satisfactory rating under the CRA (discussed below).

The Federal Reserve has the authority to order a bank holding company or its subsidiaries to terminate any of
these activities or to terminate its ownership or control of any subsidiary when it has reasonable cause to believe that the
bank holding company’s continued ownership, activity or control constitutes a serious risk to the financial safety,
soundness or stability of it or any of its bank subsidiaries.

Change in Control. In addition, and subject to certain exceptions, the Bank Holding Company Act and the
Change in Bank Control Act, together with regulations promulgated there under, require Federal Reserve approval prior
to any person or company acquiring “control” of a bank holding company. Control is conclusively presumed to exist if
an individual or company acquires 25% or more of any class of voting securities of a bank holding company. Control is
rebuttably presumed to exist if a person acquires 10% or more, but less than 25%, of any class of voting securities and
either the company has registered securities under Section 12 of the Securities Exchange Act of 1934 or no other person
owns a greater percentage of that class of voting securities immediately after the transaction. Qur common stack is
registered under Section 12 of the Securities Exchange Act. The regulations provide a procedure for rebutting control
when ownership of any class of voting securities is below 25%.

Source of Strength. In accordance with Federal Reserve Board policy, we are expected to act as a source of
financial strength to the bank and to commit resources to support the bank in circumstances in which we might not
otherwise do so. Under the Bank Holding Company. Act, the Federal Reserve Board may require a bank holding
company to terminate any activity or relinquish control of a non-bank subsidiary, other than a non-bank subsidiary of a
bank, upon the Federal Reserve's determination that such activity or control constitutes a serious risk to the financial
soundness or stability of any depository institution subsidiary of a bank holding company. Additionally, federal bank
regulatory authorities have additional discretion to require a bank holding company to divest itself of any bank or non-
bank subsidiaries if the agency determines that divestiture may aid the depository institution’s financial condition.
Further, any loans by bank holding company to a subsidiary bank are subordinate in right of payment to deposits and
certain other indebtedness of the subsidiary bank. In the event of a bank holding company’s bankruptcy, any commitment
by the bank holding company to a federal bank regulatory agency to maintain the capital of a subsidiary bank at a certain
level would be assumed by the bankruptcy trustee and entitled to priority payment.

Capital Requirements. The Federal Reserve Board imposes certain capital requirements on the bank holding
company under the Bank Holding Company Act, including a minimum leverage ratio and a minimum ratio of
“qualifying” capital to risk-weighted assets. These requirements are described below under “Southern First Bank -
Capital Regulations.” Subject to our capital requirements and certain other restrictions, we are able to borrow money to
make capital contributions to the bank, and these loans may be repaid from dividends paid from the bank to the company.




Our ability to pay dividends is subject to regulatory restrictions as described below in “Southern First Bank — Dividends.”
We are also able to raise capital for contribution to the bank by issuing securities without having to receive regulatory
approval, subject to compliance with federal and state securities laws.

South Carolina State Regulation. As a South Carolina bank holding company under the South Carolina
Banking and Branching Efficiency Act, we are subject to limitations on sale or merger and to regulation by the South
Carolina Board of Financial Institutions (the "S.C. Board"). We are not required to obtain the approval of the S.C. Board
prior to acquiring the capital stock of a national bank, but we must notify them at least 15 days prior to doing so. We
must receive the Board’s approval prior to engaging in the acquisition of a South’ Carolina state chartered bank or another
South Carolina bank holding company.

Southern First Bank, N.A.

The bank operates as a national banking association incorporated under the laws of the United States and subject
to examination by the Office of the Comptroller of the Currency (the "OCC™). Depaosits in the bank are insured by the
Federal Deposit Insurance Corporation (“FDIC™) up to a maximum amount, which is currently $100,000 for each non-
retirement depositor and $250,000 for certain retirement-account depositors. The OCC and the FDIC regulate or monitor
virtually all areas of the bank’s operations, including ‘

. security devices and procedures; ‘ v

. adequacy of capitalization and loss reserves; -

. loans; '

. investments;

. borrowings;

. deposits; '
. mergers;

. issuances of securities;

. payment of dividends; .

. interest rates payable on deposits;

. interest rates or fees chargeable on loans;

. establishment of branches;

. corporate reorganizations; ’ ' '

. maintenance of books and records; and

. adequacy of staff training to carry on safe lending and deposit gathering practiges.

The OCC requires the bank to maintain specified capital ratios and imposes limitations on the bank’s aggregate
investment in real estate, bank premises, and furniture and fixtures. Two categories of regulatory capital are used in
calculating these ratios—Tier 1 capital and totat capital. Tier 1 capital generally includes common equity, retained
earnings, a limited amount of qualifying preferred stock, and qualifying minority interests in consolidated subsidiaries,
reduced by goodwill and certain othér intangible assets, such as core deposit intangibles, and certain other assets. Total
capital ‘generally consists of Tier 1 capital plus Tier 2 capital, which includes the allowance for loan losses, preferred .
stock that did not qualify as Tier | capital, certain types of subordinated debt and a limited amount of other items,

The bank is required to calculate three ratios: the ratio of Tier 1 capital to risk-weighted assets, the ratio of Total
capital to risk-weighted assets, and the “leverage ratio,” which is the ratio of Tier i capital to assets on a non-risk-adjusted
basis. For the two ratios of capital to risk-weighted assets, certain assets, such as cash and U.S. Treasury securities, have a
zero risk weighting. Others, such as commercial and consumer loans, have a 100% risk weighting. Some assets, notably
purchase-money loans secured by first-liens on residential real property, are risk-weighted at 50%. Assets also include
amounts that represent the potential funding of off-balance sheet obligations such as loan commitments and letters of
credit. These potential assets are assigned to risk categories in the same manner as funded assets. The total assets in each
category are multiplied by the appropriate risk weighting to determine risk-adjusted assets for the capital calculations.

' -The minimum capital ratios for both the company and the bank are generally 8% for total capital, 4% for Tier i
capital and 4% for leverage. To be eligible to be classified as “well-capitalized,” the bank must generally maintain a total
capital ratio of 10% or more, a Tier 1 capital ratio of 6% or more, and a leverage ratio of 5% or more.' Certain
implications of the regulatory capital classification system is discussed in greater detail below.




The OCC also requires the bank to prepare annual reports on the bank’s financial condition and to conduct an
annual audit of its financial affairs in compliance with its minimum standards and procedures . !

All insured institutions must undergo regular on-site examinations by their appropriate banking agency. The
cost of examinations of insured depository institutions and any affiliates may be assessed by the appropriate federal
banking agency against each institution or affiliate as it deems necessary or appropriate. Insured institutions are required
to submit annual reports to the FDIC, their federal regulatory agency, and state supervisor when applicable. The FDIC
has developed a method for insured depository institutions to provide supplemental disclosure of the estimated fair market
value of assets and liabilities, to the extent feasible and practicable, in any balance sheet, financial statement, report of
condition or any other report of any insured depository institution. The federal banking regulatory agencies to prescribe,
by regulation, standards for all insured depository institutions and depository institution holding companies relating,
among other things, to the following:

. internal controls;

. information systems and audit systems;
. loan documentation; .

. credit underwriting;

. interest rate risk exposure; and.

. asset quality,

Prompt Corrective Action. As an insured depository institution, the bank is required to comply with the capital
requirements promulgated under the Federal Deposit Insurance Act and the OCCr’s prompt corrective action regulations
thereunder, which set forth five capital categories, each with specific regulatory consequences. Under these regulations,
the categories are:

. Well Capitalized — The institution exceeds the required minimum level for each relevant capital
measure. A well capitalized institution is one (i) having a total capital ratio of 10% or greater,
(ii) having a tier 1 capital ratio of 6% or greater, (iii) having a leverage capital ratio of 5% or greater and
(iv) that is not subject to any order or wriiten dlirective to meet and maintain a specific capital level for
any capital measure.

. Adequately. Capitalized — The institution meets the required minimum level for each relevant capital
measure. No capital distribution may be made that would result in the institution becoming
undercapitalized. An adequately capitalized institution is one (i) having a total capital ratio of 8% or
greater, (ii) having a tier | capital ratio of 4% or greater and (iii) having a leverage capital ratio of 4% or
greater or a leverage capital ratio of 3% or greater if the institution is rated composite 1 under the
CAMELS (Capital, Assets, Management, Eamings, Liquidity and Sensitivity to market risk) rating
system.

. Undercapitalized — The institution fails to meet the required minimum level for any relevant capital
measure. An undercapitalized institution is one (i) having a total capital ratio of less than 8% or
(ii) having a tier 1 capital ratio of less than 4% or (iii) having a leverage capital ratio of less than 4%, or
if the institution is rated a composite 1 under the CAMEL rating system, a leverage capital ratio of less
than 3%.

. Significantly Undercapitalized — The institution is significantly below the required minimum level for
' any relevant capital measure. A significantly undercapitalized institution is one (i) having a total capital
ratio of Iess than 6% or (ii) having a tier 1 capital ratio of less than 3% or (iii) having a leverage capital

ratio of less than 3%. .

] Critically Undercapitalized — The institution fails to meet a critical capital level set by the appropriate
federal banking agency. A critically undercapitalized institution is one having a ratio of tangible equity
to total assets that is equal to or less than 2%.

_If the OCC determines, after notice and an opportunity for hearing, that the bank is in an unsafe or unsound

condition, the regulator is authorized to reclassify the bank to the next lower capital category (other than critically
undercapitalized) and require the submission of a plan to correct the unsafe or unsound condition.
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If the bank is not well capitalized, it cannot accept brokered deposits without prior FDIC approval and, il
approval is granted, cannot offer an effective yield in excess of 75 basis points on interests paid on deposits of comparable
size and maturity in such institution’s normal market area for deposits acceptéd from within its normal market area, or
national rate paid on deposits of comparable size and maturity for deposits accepted outside the bank’s normal market
area. Moreover, if the bank becomes less than adequately capitalized, it must adopt a capital restoration plan acceptable
to the OCC that is subject to a limited performance guarantee by the corporation. The bank also would become subject to
icreased regulatory oversight, and is increasingly restricted in the scope of its permissible activities. Each company
having control over an undercapitalized institution also must provide a limited guarantee that the institution will comply
with its capital restoration plan. Except under limited circumstances consistent with an accepted capital restoration plan,
an undercapitalized institution may not grow. An undercapitalized institution may not acquire another institution,
establish additional branch offices or engage in any new line of business unless determined by the appropriate Federal
banking agency to be consistent with an accepted capital restoration plan, or unless the FDIC determines that the
proposed action will further the purpose of prompt corrective action. The appropriate federal banking agéncy may take
any action authorized for a significantly undercapitalized institution if an undercapitalized institution fails to submit an
acceptable capital restoration plan or fails in any material respect to implement a plan accepted by the agency. A
critically undercapitalized institution is subject to having a receiver or conservator appomted to manage its affairs and for
loss of its charter to conduct banking activities.

An insured depository institution may not pay a management fee to a bank holding company controlling that
institution or any other person having control of the institution if, after making the payment, the institution, would be -
undercapitalized. In addition, an institution cannot make a capital distribution, such as a dividend or other distribution
that is in substance a distribution of capital to the owners of the institution if following such a-distribution the institution
would be undercapitalized. Thus, if payment of such a management fee or the making of such would cause the bank to
become undercapitalized, it could not pay a management fee or dividend to us. -

As of December 31, 2007, the bank was deemed to'be “well capitalized.”

Standards for Safety and Soundness. The FDIA also requires the federal banking regulatory agencies to
prescribe; by regulation or guideline, operational and managerial standards for all insured depository institutions relating
to: (i) internal controls, information systems and internal audit systerhs (1i) loan documentation; (iit) credit underwriting;
(iv) interest rate risk exposure; and (v) asset growth. The agencies also must prescribe standards for asset quality,
earnings, and stock valuation, as well as standards for compensation, fees and benefits. The federal banking agencies have
adopted regulations and Interagency Guidelines Prescribing Standards for Safety and Soundness (“Guidelines™) to
implement these required standards. The Guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired. Under
the regulations, if the OCC determines that the bank fails to meet any standards prescribed by the Guidelines, the agency
may require the bank to submit to the agency an acceptable plan to achieve compliance with the standard, as required by
the OCC. The final regulations establish deadlines for the submission and review' of such safety and soundness
compliance plans.

* Deposit Insurance and Assessments. Deposits at the bank are insured by the Deposit Insurance Fund (the
"DIF") as administered by the FDIC, up to the applicable limits established by law - generally $100,000 per
accountholder and $250,000 for certain retirement accountholders. In accordance with regulations adopted to implement
the Federal Deposit Insurance Reform Act of 2005 (“FDIRA™), deposit insurance premium assesstnents are based upon
perceived risks to the DIF, by evaluating an institution's supervisory ratios and other financial ratios and then determining
msurance premiums based upon the likelthood an institution could be downgraded to a CAMELS 3 or worse in the
succeeding year. As a result, institutions deemed to pose less risk, pay lower premiums than those institutions deemed to
pose more risk, which pay more.

FDIRA caps the amount of the DIF at 1.50% of domestic deposits. The FDIC must issue cash dividends,
awarded on a historical basis, for the amount of the DIF over the 1.50% ratio. Additionally, if the DIF exceeds 1.35% of
domestic deposits at year-end, the FDIC is required to issue cash dividends, awarded on a historical basis, for half of the
amount of the excess. Pursuant to the FDIRA, the FDIC will begin to indexing deposit insurance coverage levels for
inflation beginning in 2012. Moreover, if we become undercapitalized we cannot accept employee benefit-plan deposits.

In November 2006, the FDIC adopted final regulations that set the deposit insurance assessment rates that took

effect in 2007. The FDIC uses a risk-based assessment system that assigns insured depository institutions to one of four
risk categories based on three primary sources of information—supervisory risk ratings for all institutions, financial ratios
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for most institutions, including the company, and long-term debt issuer ratings for large institutions that have such ratings.
The new premium rate structure imposes a minimum assessment of from five to seven cents for every $100 of domestic
deposits on institutions that are assigned to the lowest risk category. This category is expected to encompass substantially
all insured institutions, including the bank. A one time assessment credit is available to offset up to 100% of the 2007
assessment. Any remaining credit can be used to offset up to 90% of subsequent annual assessments through 2010. For

institutions assigned to higher risk categories, the premium that took cffect in 2007 ranges from ten cents to forty-three
cents per $100 of deposits.

. The FDIC also collects a deposit-based assessment from insured financial institutions on behalf of The Financing
Corporation (FICO). The funds from these assessments are used to service debt issued by FICO in its capacity as. a
financial vehicle for the Federal Savings & Loan Insurance Corporation. The FICO assessment rate is set quarterly and in
2006 ranged from 1.32 cents to 1.24 cents per $100 of assessable deposits. For the first quarter of 2007, the FICO
assessment rate was 1.22 cents per $100 of assessable deposits. .

Transactions with Affiliates and Insiders. The bank is subject to the provisions of Section 23A of the Federal
Reserve Act, which places limits on the amount of leans or extensions of credit to, or investments in, or certain other
transactions with, affiliates and on the amount of advances to third parties collateralized by.the securities or obligations of
affiliates. The aggregate of all covered transactions is limited in amount, as to any one affiliate, to 10% of the bank’s
capital and surplus and,-as to all affiliates combined, to 20% of the bank’s capital and surplus. Furthermore, within the
foregoing limitations as to amount, cach covered transaction must meet specified collateral requirements. Compliance is
also required with certain provisions designed to avoid the taking of low quality assets. ' '

. - The bank also is subject to the provisions of Section 23B of the Federal Reserve Act which, among other things,
prohibits an institution from engaging in certain transactions with certain affiliates unless the transactions are on terms
substantially the same, or at least as favorable to such institution or its subsidiaries, as those prevailing at the time for
comparable transactions with nonaffiliated companies. The bank is subject to certain restrictions on extensions of credit
to executive officers, directors, certain principal shareholders, and their related interests. Such extensions of credit (i)
must be made on substantially the same terms, including interest rates and collateral, as those prevailing at the time for
comparable transactions with third parties and (ii) must not involve more than the normal risk of repayment or present
other unfavorable features. ‘ -

The Federal Reserve Board has issued Regulation W, which codifies prior regulations under Sections 23A and
23B of the Federal Reserve Act and interpretative guidance with respect to affiliate transactions. . Regulation W
incorporates the exemption from the affiliate transaction rules but expands the exemption to cover the purchase of any
type of loan or extension of credit from an affiliate. In addition, under Regulation W: -

. a bank and its subsidiarjes may not purchase a low-quality asset from an affiliate;

. covered transactions and other specified transactions between a bank or its subsidiaries and an affiliate
must be on terms and conditions that are consistent with safe and sound banking practices; and

. with some exceptions, each loan or extension of credit by a bank to an affiliate must be secured by

collateral with a market value ranging from 100%-10.130%, depending on the type of collateral, of the
amount of the loan or extension of credit. . : :

Regulation W generally excludes all non-bank and non-savings association subsidiaries of banks from treatment
as affiliates, except to the extent that the Federal Reserve Board. decides to treat these subsidiaries as affiliates. The
regulation also limits the amount of loans that can be purchased by a bank from an affiliate to not more than 100% of the
bank’s capital and surplus.

Dividends. A national bank may not pay cash dividends from its permanent capital. All cash dividends must be
paid out of undivided profits then on hand, after deducting expenses, including reserves for losses and bad debts. In
addition, a national bank is prohibited from declaring a cash dividend on its shares of common stock until 1ts surplus
equals its stated capital, unless there has been transferred to surplus no less than one-tenth of the bank’s net profits of the
preceding two consecutive half-year periods (in the case of an annyal dividend). The approval of the OCC is required if
the total of all cash dividends declared by a national bank in any calendar year exceeds the total of its net profits for that
year combined with its retained net profits for the preceding two years, less any required transfers to surplus.

' Branching. National banks are requircd by the National Bank Act to adhere to branch office banking laws
applicable to state banks in the states in which they are located. Under current South Carolina law, the bank may open
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branch offices throughout South Carolina with the prior approval of the OCC. In addition, with prier regslabery approval,
the bank is able to acquire existing banking operations in South Carolina. Furthermiore, federal legislation permits
interstate branching, including out-of-state acquisitions by bank holding companies, interstaté branching by banks if .
allowed by state law, and interstate merging by banks. However, South Carolina law, with limited exceptions, currently
permits branching across state lines only through interstate mergers.

Anti-Tying Restrictions. Under amendments. to the Bank -Holding Company Act and Federal Reserve
regulations, a bank is prohibited from engaging in certain tying or reciprocity arrangements with its customers. In
general, a bank may not extend credit, lease, selt property, or furnish any services or fix or vary the consideration for
these arrangements on the condition that (i) the customer obtain or provide some additional credit, property, or services
from or to the bank, the bank holding company or subsidiaries thereof or (ii) the customer may not obtain some other
credit, property, or services from a competitor, except to the extent reasonable conditions are imposed to assure the
soundness of the credit extended. Certain arrangements are permissible: a bank may offer combined-balance products
and may otherwise offer more favorable terms if a customer obtains two or more traditional bank products; and certain
foreign transactions are exempt from the general rule.. A bank holding company or any bank affiliate also is subject to
anti-tying requirements in connection with electronic benefit transfer services.

Community Reinvestment Act. The Community Reinvestment Act requires that the OCC evaluate the record of
the bank in meeting the credit needs of its Jocal community, including low and moderate income neighborhoods. These
factors are also considered in evaluating mergers, acquisitions, and applications to open a branch or facility. Failure to
adequately meet these criteria could impose additional requirements and limitations on our bank.

Finance Subsidiaries. Under the Gramm-Leach-Bliley Act (the "GLBA™), subject to certain conditions imposed
by their respective banking regulators, national and state-charter | banks are permitted to’ form “financial subsidiaries”
that may conduct financial or incidental activities, thereby permitting bank subsidiaries to engage in certain activities that
previously were impermissible. The GLBA imposes several safeguards and restrictions on financial subsidiaries,
including that the parent bank’s equity investment in the financia) subsidiary be deducted from the bank’s assets and
tangible equity for purposes of calculating the bank’s capital adequacy. In addition, the GLBA imposes new restrictions
on transactions between a bank and its financial subsidiaries similar to restrictions applicable to transactions between
banks and non-bank affiliates.

Consumer Protection Regulations. Activities of the bank are subject to a variety of statutes and regulations
designed to protect consumers. Interest and other charges collected or contracted for by the bank are subject to state
usury laws and federal laws concerning interest rates. The bank’s loan operations are also subject to federal laws
applicable to credit transactions, such as: '

. the federal Truth-In-Lending Act, governing disclosures of credit terms to consumer borrowers;

. the Home Mortgage Disclosure Act of 1975, requiring financial institutions to provide information to
enable the public and public officials to determine whether a financial institution is fulfilling its
obligation to help meet the housing needs of the community it serves;

. the Equal Credit Opportunity Act, prohibifing. discrimination on the basis of race, creed or other
' prohibited factors in extending credit;
. the Fair Credit Reporting Act of 1978, govemlng the use and provzsnon of mformatlon to credit
reporting agencies;
. the Fair Debt Collection Act, governing the manner in which consumer debts may be collected by
. collection agencies; and

. the roles and regulations of the various federal agencies charged with the respon51b1hty of
1mplementmg such federal laws. : :

The deposit operations of the bank also are subject to:

. the Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer
financial records and prescribes procedures for complying with administrative subpoenas of financial
records; and

. the Electronic Funds Transfer Act and Regulation E issued by the Federal Reserve Board to 1mplement
that Act, which governs automatic deposits to and withdrawals from deposit accounts and customers’

, rights and liabilities arising from the use of automated teller machines and other electronic banking
services,
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Enforcement Powers. The bank and its “institution-affiliated parties,” including its management, employees
agents independent contractors-and consultants such as attorneys and accountants and others who participate in the
conduct of the financial institution’s affairs, are subject to potential civil and criminal penalties for violations of law,
regulations or written orders of a government agency. These practices can include the failure of an institution to timely
file required reports or the filing of false or misleading information or the submission of inaccurate reports. Civil
penalties may be as high as $1,000,000 a day for such violations. Criminal penalties for some financial institution crimes
have been increased to twenty, years. In addition, regulators are provided with greater flexibility to commence
enforcement actions against institutions and institution-affiliated parties. Possible enforcement actions include the
termination of deposit insurance. Furthermore, banking agencies’ power to issue cease-and-desist orders were expanded.
Such orders may, among other things, require affirmative action to correct any harm resulting from a violation or practice,
including restitution, reimbursement, indemnifications or guaranices against foss. A financial institution may also be
ordered to restrict its growth, dispose of certain assets, rescind agreements or contracts, of take other actions as
determined by the ordering agency to be appropriate. - -

X Anti-Money Laundering. Financial institutions must maintain anti-money laundering programs that include
established internal policies, procedures, and controls; a designated compliance officer; an ongoing ‘employee training
program; and testing of the program by an independent audit function. The company and the bank are also prohibited
from entering into specified financial transactions and account relationships and must meet enhanced standards for due
diligence and “knowing your customer™ in their dealings with foreign financial institutions and foreign customers.
Financial institutions must take reasonable steps to.conduct enhanced scrutiny of account relationships to guard against
money laundering and to report any suspicious transactions, and recent laws provide law enforcement authorities with
increased access to financial information maintained by banks. Anti-money laundering obligations have been
substantially strengthened as a result of the USA Patriot Act, enacted in 2001 and renewed in 2006. Bank regulators
toutinely examine institutions for compliance with these obligations and are required to consider compliance in
connection with the regulatory review of applications. The regulatory authorities have been active in imposing “cease
and desist” orders and money penalty sanctions against institutions found to be violating these obligations.

USA PATRIOT Act. The USA PATRIOT Act became cffective on October 26, 2001, amended, in part, the
Bank Secrecy Act and provides, in part, for the facilitation of information sharing among governmental entities and
financial institutions for the purpose of combating terrorism and money laundering by enhancing anti-money laundering
and financial transparency laws, as well as enhanced information collection tools and enforcement mechanics for the U.S.
government, including: (i) requiring standards for verifying customer identification at account opening; (ii) rules to
promote cooperation among financial institutions, regulators, and law enforcement entities in identifying parties that may
be involved in terrorism or money laundering; (iii) reports by nonfinancial trades and businesses filed with the Treasury
Department’s Financial Crimes Enforcement Network for transactions exceeding $10,000; and (iv) filing suspicious
activities reports by brokers and dealers if they believe a customer may be violating U.S. laws and regulations and
requires enhanced due diligence requirements for financial institutions that administer, maintain, or manage private bank
accounts or.correspondent accounts for non-U.S. persons. Bank reguiators routinely examine institutions for compliance
with these.obligations and are required to consider compliance in connection with the regulatory review of applications.

Under the USA PATRIOT Act, the Federal Bureau of Investigation (“FBI”) can send our banking regulatory
agencies lists of the names of persons suspected of involvement in terrorist activities. The bank can be requested, to
search its records for any relationships or transactions with persons on those lists. 1f the bank finds any relationships or
transactions, it must file a suspicious activity report and contact the FBI.

The Office of Foreign Assets Control (“OFAC”), which is a division of the U.S. Department of the Treasury, is
responsible for. helping 1o insure that United States entitics do not engage in transactions with “encmies” of the United
States, as defined by various Executive Orders and Acts of Congress. OFAC has sent, and will send, our banking
regulatory agencies lists of names of persons and organizations suspected of aiding, harboring or engaging in terrorist
acts. If the bank finds a name on any transaction, account or wire transfer that is on an OFAC list, it must freeze such
account, file a suspicious activity report and notify the FBI. The bank has appointed an OFAC compliance officer to
oversee the inspection of its accounts and the filing of any notifications. The bank actively checks high-risk OFAC areas
such as new accounts, wire transfers and customer files. The bank performs these checks utilizing software, which is
updated each time a modification is made to the lists provided by OFAC and other agencies of Specially Designated
Nationals and Blocked Persons. o ‘
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Privacy and Credit Reporting. Financial institutions are required to disclose their policies for collecting and
protecting confidential information. Customers generally may prevent financial institutions from sharing nonpublic
personal financial information with nonaffiliated third parties except under narrow circumstances, such as the processing
of transactions requested by the consumer. , Additionally, financial institutions generally may not disclose consumer
account numbers to any nonaffiliated third party for use in telemarketing, direct mail marketing or other marketing to
consumers. It is the bank’s policy not to disclose any personal information unless required by law.

Like other lending institutions, the bank utilizes credit bureau data in its underwriting activities. Use of such
data’is regulated under the Federal Credit Reporting Act on a uniform, nationwide basis, including credit reporting,
prescreening, sharing of information between affiliates, and the use of credit data. The Fair and Accurate Credit
Transactions Act-of 2003 (the “FACT Act”) authorizes states to enact identity theft laws that are not inconsistent with the
conduct required by the provisions of the FACT Act.

Check 21. The Check Clearing for the 21st Century Act gives “substitute checks,” such as a digital image of a
check and copies made from that image, the same legal standing as the original paper check. Some of the major
provisions include:

«

. allowing check truncation without making it mandatory;

. demanding that every financial institution communicate to accountholders i in writing a description of its
substitute check processing program and their rights under the law;

. legalizing substitutions for and replacements of paper checks without agreement from consumers;

. retaining in place the prevmusly mandated clectronic collection and return of checks between financial
institutions only when individual agreements are in place;

. requiring that when accountholders request verification, financial institutions produce the original check

- (or a copy that accurate]y represents the orlgm'tl) and demonstrate that the account debit was accurate
and valid; and
. requiring the re-crediting of funds to an individual’s account on the next business day after a consumer
proves that the financial institution has erred.

Effect of Governmental Monetary Policies. Our earnings are affected by domestic economic conditions and the
monetary and fiscal policies of the United States government and its agencies. The Federal Reserve Bank’s monetary
policies have had, and are likely to continue to have, an important impact on the operating results of commercial banks
through its power to implement national monetary policy in order, among other things, to curb inflation or combat a
recession. The monetary policies of the Federal Reserve Board have major effects upon the levels of bank loans,
investments and deposits through its open market operations in United States government securities and through its
regulation of the discount rate on borrowings of member banks and the reserve requirements against member bank
deposits. It is not possible to predict thé nature or impact of future changes in monetary and fiscal policies.

Proposed Legisiation and Regulatory Action. New regulations and statutes are regularly proposed that contain
wide-ranging proposals for altering the structures, regulations, and competitive relationships of the nation’s financial
institutions. We cannot predict whether or in what form any proposed regulation or statute w:ll be adopted or the extent
to which our business may be affected by any new regulation or statute.

item IA: Risk Factors.

r

Our business, financial condition, and results of operations could be harmed by any of the following r'isks, or
other risks that have not been identified or which we believe are immaterial or unlikely. Shareholders should carefully
consider the risks described below in conjunction with the other information in this Form 10-K and the information
incorporated by reference in this Form 10-K, including our consolidated financial statements and related notes.

Our recent operating results may not be indicative of our future operating results,

We may not be able to sustain our historical rate of growth and may not even be able to continue to grow our
business at-all. Because of our relatively small size and short operating history, it may be difficult for us to generate
similar earnings growth as we continue to expand, and consequently our historical results of operations will not
necessarily be indicative of our future operations. Various factors, such as economic conditions, regulatory and
legislative considerations, and competition, may also impede our ability to expand our market presence. If we experience
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a significant decrease in our historical rate of growth, our results of operdtions and fi nancnal condmon may be adversely
affected because a htgh percenta;e of our operating costs are fixed expenses.

Our decisions regarding credit risk and reserves for Ioan losses may materially and adversely affect our business.

Making loans and other extensions of credit is an essential element of our business. Although we seek to
mitigate risks inherent in lending by adhering to specific underwriting practices, our loans and other extensions of credit
may not be repaid. The risk of nonpayment is affected by a number of factors, including:

the duration of the credit;
- credit risks of a particular customer;
changes in economic and industry conditions; and

in the case of a collateralized loan, risks resulting from uncertainties about the future value of the collateral.

We attempt to maintain an appropriate allowance for loan losses to provide for probable losses in our loan
portfolio. We periodically determine the amount of the allowance based on consideration of several factors, including:

.

an ongoing review of the quality, mix, and size of our overa]l loan portfolio;
our historical loan loss experience;

evaluation of economic conditions;
regular reviews of loan delinquencies and loan portfolio quality; and
the amount and quality of collateral, including guarantees, securing the loans.

There is no precise method of predicting credit losses; therefore, we face the risk that charge-offs in future
periods may exceed our allowance for loan losses and that additional increases in the allowance for loan losses will be

required. Additions to the allowance for loan losses would result in a decrease of our net income, and possibly our
capital.

Lack of seasoning of our loan portfolic may increase the risk of credit defaults in the future.

Due to the rapid growth of our bank over the past several years and our relatively short operating history, a large
portion of the loans in our loan portfolio and of our lending relationships are of relatively recent origin. In general, loans
do not begin to show signs of credit deterioration or default until they have been outstanding for some period of time, a
process we refer to as “seasoning.” As a result, a portfolio of older loans will usually behave more predictably than a
newer portfolio. Because our loan portfolio is relatively new, the current level of delinquencies and defaults may not be
representative of the level that will prevail when the portfolio becomes more seasoned, which may be higher than current

levels. If delinquencies and defaults increase, we may be required to increase our provision for loan losses, which would
adversely affect our results of operations and financial condition.

An economic downturn, especially one affecting our service markets, could reduce our customer base, our level of
deposits, and demand for financial products such as leans.

Our success significantly depends upon the growth in population, income levels, deposits, and housing starts in
our markets. If the communities in which we operate do not grow or if prevailing economic conditions locally or
nationally are unfavorable, our business may not succeed. An economic downturn would likely contribute to the
deterioration of the quality of our loan portfolio and reduce our tevel of deposnts which in turn would hurt our business.
Interest received on loans represented approximately 87.6% of our interest income for the year ended December 31, 2007.
If an economic downturn occurs in the economy as a whole, borrowers may be less likely to repay their loans as
scheduled. Moreover, the value of real estate or other collateral that may secure our loans could be adversely affected.
Unlike many larger institutions, we are not able to spread the risks of unfavorable local economic conditions across a

large number of diversified cconomies. An economic downturn could, therefore, result in losses that materially and
adversely affect our business.

Cur small- to med’mm-wzed busmess target markets may have fewer financial resources to weather a downturn in the
economy.

We target the banking and financial services needs of small- and medium-sized businesses. These businesses
generally have fewer financial resources in terms of capital borrowing capacity than larger entities. If general economic
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conditions negatively impact these businesses in the markets in which we operate, our business, financial condition, and
results of operation may be adversely affected.

We depend on the accuracy and completeness of information about clients and counterparties and our financial
condition could be adversely affected if it relies on misleading information.

In deciding whether to extend credit or to enter into other transactions with clients and counterparties, we may
rely on information furnished to us by or on behalf of clients and counterparties, including financial statements and other
financial information, which we do not independently verify. We also may rely on representations of clients and
counterparties as to the accuracy and completeness of that information and, with respect to financial statements, on
reports of independent auditors. For example, in deciding whether to extend credit to clients, we may assume that a
customer’s audited financial statements conform with GAAP and present fairly, in all material respects, the financial
condition, results of operations and cash flows of the customer. Our financial condition and results of operations could be
negatively impacted to the extent we rely on financial statements that do not comply with GAAP or are materially
misleading.

Changes in prevailing interest rates may reduce our profitability.

Qur results of operations depend in large part upon the level of our net interest income, which is the difference
between interest income from interest-earning assets, such as loans and investment securities, and interest expense on
interest-bearing liabilities, such as deppsiis and other borrowings. Depending on the terms and maturities of our assets
and liabilities, a significant change in interest rates could have a material adverse effect on our profitability. Many factors
cause changes in interest rates, including governmental monetary policies and domestic and international economic and
political conditions. While we intend to manage the effects of changes in interest rates by adjusting the terms, maturities,
and pricing of our assets and liabilities, our efforts may not be effective and our financial condition and results of
operations could suffer.

We are dependent on key individuals and the loss of one or more of these key individuals could curtail our growth and
adversely affect our prospects.

R. Arthur Seaver, Jr., our chief executive officer, has extensive and long-standing ties within our primary market
area and substantial experience with our operations, and he has contributed significantly to our growth. If we lose the
services of Mr. Seaver, he would be difficult to replace and our business and development could be materially and
adversely affected. .

Our success also depends, in part, on our continued ability to attract and retain experienced loan originators, as
well as other management personnel, including Justin Strickland, Jim Austin, Fred Gilmer, 111, Eddie Terrell, and Gwen
Bridges. Competition for personnel is intense, and we may not be successful in attracting or retaining qualified personnel.
Our failure to compete for these personnel, or the loss of the services of several of such key personnel, could adversely
affect our growth strategy and seriously harm our business, results of operations, and financial condition.

We are subject to extensive regulation that could limit or restrict our activities,

We operate in a highly regulated industry and are subject to examination, supervision, and comprehensive
regulation by various regulatory agencies. Our compliance with these regulations is costly and restricts certain of our
activities, including payment of dividends, mergers and acquisitions, investments, loans and interest rates charged,
interest rates paid on deposits, and locations of offices. We are also subject to capitalization guidelines established by our
regulators, which require us to maintain adequate capital to support our growth.

The taws and regulations applicable to the banking industry could change at any time, and we cannot predict the
effects of these changes on our business and profitability. Because government regulation greatly affects the business and
financial results of all commercial banks and bank holding companies, our cost of compliance could adversely affect our
ability to operate profitably.
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Efforts to comply with the Sarbanes-Oxley Act will involve significant expenditures, and non-compliance with the
Sarbanes-Oxley Act may adversely affect us.

The Sarbanes-Oxley Act of 2002, and the related rules and regulations promulgated by the Securities and
Exchange Commission that are now applicable to us, have increased the scope, complexity, and cost of corporate
governance, reporting, and disclosure practices. We have experienced, and we expect to continue to experience, greater
compliance costs, including costs related to internal controls, as a result of the Sarbanes-Oxley Act. For example, for the
years ended December 31, 2007 and 2008, we are required to comply with Section 404 of the Sarbanes-Oxley Act and
our management will be required to issue a report on our internal controls over financial reporting. For the year ended
December 31, 2008, our independent registered public accounting firm will be required to attest to our internal control
over financial reporting, in addition to our management’s assessment. We expect these new rules and regulations to
continue to increase our accounting, legal, and other costs, and to make some activities more difficult, time consuming,

and costly. In the event that we are¢ unable to maintain or achieve compliance with the Sarbanes-Oxley Act and related
rules, we may be adversely affected.

We have evaluated our internal control systems in order to allow management to report on our internal control
over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act for the year ended December 31, 2007.
We did not identify any significant deficiencies or material weaknesses in our internal control over financial reporting.

In addition, the new rules adopted as a result of the Sarbanes-Oxley Act could make it more difficult or more
costly for us to obtain certain types of insurance, including directors” and officers’ liability insurance, which could make
it more difficult for us to attract and retain qualified persons to serve on our board of directors or as executive officers.

Our continued pace of growth may require us to raise additional capital in the Juture, but that capital may not be
available when it is needed.

We are required by regulatory authorities to maintain adequate levels of capital to support our operations. To
support our continued growth, we may need to raise additional capital. Qur ability to raise additional capital, if needed,
will depend in part on conditions in the capital markets at that time, which are outside our control. Accordingly, we
cannot assure you of our ability to raise additional capital, if needed, on terms acceptable to us. 1f we cannot raise
additional capital when needed, our ability to further expand our operations through internal growth and acquisitions
could be materially impaired. In addition, if we decide to raise additional equity capital, your interest could be diluted.

Liquidity needs could adversely affect our financial condition and results of operation.

Dividends from our bank provide once source of funds. The primary sources of funds of cur bank are customer
deposits and loan repayments. While scheduled loan repayments are a relatively stable source of funds, they are subject
to the ability of borrowers to repay the loans. The ability of borrowers to repay loans can be adversely affected by a
number of factors, including changes in economic conditions, adverse trends or events affecting business industry groups,

reductions in real estate values or markets, business closings or lay-offs, inclement weather, natural disasters and
international instability.

Additionally, deposit levels may be affected by a number of factors, including rates paid by competitors, general
interest rate levels, regulatory capital requirements, returns available to customers on alternative investments and general
economic conditions. Accordingly, we may be required from time to time to rely on secondary sources of liquidity to
meet withdrawal demands or otherwise fund operations. Such sources include proceeds from Federal Home Lean Bank
advances, sales of investment securities and loans, and federal funds lines of credit from correspondent banks, as well as
out-of-market time deposits. While we believe that these sources are currently adequate, there can be no assurance they
will be sufficient to meet future liquidity demands, particularly if we continue to grow and experience increasing loan

demand. We may be required to slow or discontinue loan growth, capital expenditures or other investments or liquidate
assets should such sources not be adequate.

We face strong competition for clients, which could prevent us from obtaining clients and may cause us to pay higher
interest rates to attract clients,

The banking business is highly competitive, and we experience competition in our market from many other
financial institutions. We compete with commercial banks, credit unions, savings and loan associations, mortgage
banking firms, consumer finance companies, securities brokerage firms, insurance companies, money market funds, and
other mutual funds, as well as other super-regional, national, and international financial institutions that operate offices in



our primary market areas and elsewhere. We compete with these institutions both in attractmg deposﬂs and in making
loans. In addition, we have to attract our client base from other existing financial institutions and from new residents.
Many of our competitors are well-established, larger financial institutions. These institutions offer some services, such as
extensive and established branch networks, that we do not provide. There is a risk that we will not be able to compete
successfully with other financial institutions in our market, and thal we may have to pay higher interest rates to attract
deposits, resulting in reduced profitability. Ir addition, competitors that are not depository mst1tut10ns are generally not
subject to the extensive regulanons that apply to us.

We will face r:sks with respect to future expansion and acquisitions or mergers.

We may seek to acquire other financial institutions or parts of those institutions. We may also expand into-new
markets, as we did in Columbia, South Carolina in 2007. We may also expand our lines of busmess or offer new products
or services. These activities would involve a number of risks, including: ’

¢ the potential inaccuracy of the estimates and judgments used to evaluate credit, operations, managcment,

and market risks with respect o a target institution,
Py A ’

e the time and costs of evaluatmg new markets, hiring.or retaining experienced local manaz,ement and

. opening new offices and the time lags between these activities and the generation of sufficient assets and

deposits to support the costs of the expansion,;

» the incurrence and possible impairment of goodwill associated with an acqulsmon and possible ‘adverse
effects on our results of operations; and

o the risk of loss of key employees and customers.

The success of our growth strategy depends on our ability to identify and retain individuals with e\'penence and
relationships in the markeis in which we intend to expand.

To 'expand our upstate franchise successfully, we must identify and retain experienced key management
members with local expertise and relationships in these markets. We expect that competition for qualified management in
the markets in which we may expand will be intense and that there will be a limited number of qualified persons with
knowledge of and experience in the community bankmg industry in these markets. Even if we identify individuals that
we believe could assist us in establishing a presence in a new market, we may be unable to recruit these individuals away
from more established financial institutions. In addition, the process of identifying and recruiting individuals with the
combination of skills and attributes required to carry out our strategy requires both management and financial resources
and is often lengthy. Our inability to identify, recruit, and retain talented personnet to manage new offices effectively
would limit our growth and could materially adversely affect our business, financial condition, and results of operations.

Our decisions regarding credit risk and reserves for loan losses may materially and adversely affect our business.

While we generally underwrite the loans in our portfolio in accordance with our own internal underwriting
guidelings and regulatory supervisory guldelmes in certain circumstances we have made loans which exceed either our
internal underwriting guidelines, supervisory guidelines, or both. As of December 31, 2007, approximately $57.3 million
of our loans, or 11.3% of total loans and 89.6% of our bank’s risk-based capital, had loan-to-value ratios that exceeded
regulatory supervisory guidelines, of which seventy-one loans totaling approximateiy $16.6 million had loan-to-value
ratios of 100% or more. Included in the $57.3 million of loans that exceeded supervisory guidelines at December 31,
2007, $25.2 million of our commercial loans, or 5.0% of total loans, exceeded the supervisory loan to value ratio. The
number of loans in our portfolio with loan-to-value ratios in excess of supervisory guidelines, our internal gundelmes or
both could increase the amount of loss given default on the loan,

A significant portion of our loan portfolio is secured by real estate, and events that negatively impact the real estate
market conld hurt our business.

A significant portion of our loan portfolio is secured by real estate. As of December 3t, 2007, approximately
81.3% of our loans had real estate as a primary or secondary component of collateral. The real estate collateral in each
case provides an alternate source of repayment in the event of default by the borrower and may deteriorate in value during
the time the credit is extended. A weakening of the real estate market in our primary market areas could result in an
increase in the number of borrowers who default on their loans and a reduction in the value of the collateral securing their
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loans, which in turn could have an adverse effect|on our profitability and asset quality. If we are required to liquidate the
collateral securing a loan to satlsfy the debt during a penod of reduced real estate values, our earnings and capital could
be adversely affected. Acts of nature, including hurricanes, tornados, earthquakes, fires and floods, which may cause
uninsured damage and mher loss of value to real estate that secures these loans, may also negatively impact our financial
condition. Our loan portfoho contains a number of real estate loans with relatively ]arge balances. The deterioration of
one or a few of these loans could cause a significant increase in nonperformmg loans, and an increase in overall
nonperforming loans could result in a net loss of earnings, an increase in the provision for loan losses and an increase in
loan charge-offs, all of which could have a material adverse effect on our financial condition and results of operations.

A large percentage of the loans in our portfolio currently include exceptmns to our lmm policies and superv:smy
guidelines. , :

All of the loans that we make are subject to written loan policies adopted by our board of directors and to
supervisory guidelines imposed by our regulators. Our loan policies are designed to reduce the risks associated with the
loans that we make by requiring our loan officers to take certain steps that vary depending on the type and amount of the
loan, prior to closing a loan. These steps include, among other things, making sure the proper liens are documented and
perfected on property securing a loan, and requiring proof of adequate insurance coverage on property securing loans.
Loans that do not fully comply with our loan policiés are known as “exceptions.” We categorize exceptions as policy
exceptions, financial statement exceptions and collateral exceptions. As of December 31, 2007, approximately 7% of the
loans in our portfolio included collateral exceptions to our loan policies, which is less than our internal 15% limit. As a
result of these exceptions, such loans may have a higher risk of loan loss than the other loans in our portfolio that fully
comply with our loan policies. In addition, we may be subject to regulatory action by federal or state banking authorities
if they believe the number of exceptions in our loan portfolio represents an unsafée banking practice.

Item 1B. Unresolved Staff Comments.
None

Ttem 2. . Properties.

In January 2007, we relocated our main office and headquarters facility to Verdae Boulevard near downtown
Greenville, South Carolina. The building is a full service banking facility with three drive-through banking stations and
an automatic teller machine. We have a ten-year, five-month lease on the building.

We opened our Parkway office on March 14, 2005, which is located m the Thombfade area of Greenville, South
Carolina, near the intersection of 1-85 and Pelham Road. We own these premises.

We opened our Augusta Road office, in Greenville, South Carolina, on November 4, 2005, We lease the land
for this office from Augusta Road Holdings, LLC, which is owned by one of our directors, Mark A. Cothran, and own the
banking office. The mmal term of the land lease is 20 years.

In January 2007, we opened a loan production office on Lady Street in Columbia, South Carolina which became
a full-service branch office in July 2007. We have an elghtem month lease on'this building. In January 2008, we
announced our plans for a new regional headquarters building in Cayce, South Carolina near the historic Guignard brick
works. We plan to relocate our Lady Street office to the new Cayce building in March 2009.

We plan to open two full-service branches in 2008. We own the land and are in the process of constructmg a
branch office on Woodruff Road, in Greenville County. In addition, we are constructing a branch office in Lexington

County at the intersection of Saluda Springs Road and Highway 378. We have a land lease on this property with an
initial term of 20 years. ‘ )

We believe that all of our properties are adequately covered by insurance.
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Item 3,  Legal P;'oceedillgg.

3

In the ordinary course of operations, we may be a party to.various legal proceedings from time to time. We do
not believe that there is any pending or threatened proceeding against us, which, if determmed adversely, would have a
material effect on our busiess, results of operations, or financial condltlon .

.

Item 4. Submission of Matters to a Vote of Security Holders.

No matter was submitted to a vote of security holders during the fourth quarter of the fiscal year covered by this
report,
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PARTII

Item 5. Market fnr Common Equity and Related Stockholder Matters,

Our common stock is curremly traded on the NASDAQ Global Market under the symbol “SFST.” From the date
of our initial public offering on October 26, 1999 to September 24, 2004, our common stock had been quoted on the OTC
Bulietin Board under the symbol “GVBK.” On September 24, 2004, our common stock began trading on the NASDAQ
Global Market. On July 2, 2007, we changed our symbol to “SFST” in conjunction with the change in our corporate
name to Southern First Bancshares. We had approximately 1,000 shareholders of record on March 15, 2008.

The following table shows the reported high and low common stock prices reported by the NASDAQ Global
Market for 2007 and 2006.

2007 High Low
First Quarter $ 21.77 $ 20,09
Second Quarter 21.86 20.19
Third Quarter 21.38 17.75
Fourth Quarter 19.00 13.58

2006 High Low
First Quarter o § 227 $ 2091
Second Quarter 22.65 22.52
Third Quarter 20.20 18.50
Fourth Quarter 22.46 18.53

The following graph summarizes a five-year comparison of cumulative returns for the company, the Standard
and Poor (the “S&P™) 500 Index, and the SNL Southeast Bank Index. The graph assumes $100 invested on December 31,
2002 in the company’s common stock and in each of the indices indicated.
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8250 ‘/,"./ //\\\
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$150 / ' /<;‘

\\
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$50
30 . - r .
12/31/2Q02 12/31/2003 12131/2004 1213112005 12/31/2006 12/31/2007
—— Southern First —e— S&P 500 —&— SNL Southeast Bank Index !
12/02 12/03 12/04 12/05 12/06 12/07
Southern First Bancshares, Inc. $ 100 210 229 289 276 176
S&P 500 Index % 100 129 143 150 173 183"
SNL Southeast Bank Index $ 100 126 149 152 179 135

We have not declared or paid any cash dividends on our common stock since our inception. For the foreseeable
future we do not intend to declare cash dividends. We intend to retain earnings to grow our business and strengthen our
capital base. Our ability to pay cash dividends depends primarify on the ability of our subsidiary, Southern First Bank, to

22




pay dividends to us. As a national bank, Southern First Bank may only pay cash dividends out of its net profits, after
deducting expenses, including losses and bad debts. In addition, the bank is prohibited from declaring a cash dividend on
its shares of common stock until its surplus equals its stated capital, unless there has been transferred to surpius no less
than one-tenth of the bank’s net profits of the preceding two consecutive half-year periods (in the case of an annual
dividend). The approval of the OCC will be required if the total of all cash dividends declared in any calendar year by the
bank exceeds the bank’s net profits to date for that year combined with its retained net profits for the preceding two years
less any required transfers to surplus. The QCC also has the authority under federal law to enjoin a national bank from
engaging in what in its opinion constitutes an unsafe or unsound practice in conducting its business, including the
payment of a cash dividend under certain circumstances,

The following table sets forth equity compensation plan information at December 31, 2007, The number of

shares and the exercise prices for options and warrants has been adjusted for the 3 for 2 stock split in 2003 and the
subsequent 10% stock dividend in 2006.

Equity Compensation Plan Information

Number of securities

Number of securities = Weighted-average remaining available for
to be issued exercise price of future issuance under
upon exercise of outstanding equity compensation plans (c)
outstanding options, options, warrants (excluding securities
Pian Category warrants and rights (a) and rights (b) reflected in column(a))
Equity compensation plans -
approved by security holders
Stock options (1} ............. 268,139 $ 8.76 143,199
Restricted stock ............... 2,500 21.63 8,500
Equity compensation plans
not approved by
security holders(2}.............. 204,192 5 6.06 -
Total e 474,831 b 7.67 151,699
(H The number of shares of common stock available under the 2000 Greenville First Bancshares, Inc. Stock

Incentive Plan automatically increases each time we issue additional shares so that it continues to equal 15% of
our total outstanding shares. Our board of directors has approved 436,424 shares of common stock to be issued
as stock options,

(2) Each of our organizers received, for no additional consideration, a warrant to purchase one share of commeon
stock for $6.06 per share for every two shares purchased during our initial public offering. The warrants are
represented by separate warrant agreements. All of the warrants have vested and are exercisable in whole or in
part during the ten-year period following that date. The warrants may not be assigned, pledged, or hypothecated
in any way. The 204,192 of shares issued pursuant to the exercise of such warrants are transferable, subject to
compliance with applicable securities laws. If the South Carolina Board of Financial Institutions or the FDIC
issues a capital directive or gther order requiring the bank to obtain additional capital, the warrants will be
forfeited, if not immediately exercised.
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Item 6. Selected Financial Data

Summary Balance Sheet Data:
ASSEIS.oors
Federal funds sold............
Investment securities
Loans, 0t {1} ..o cmne e e
Allowance for 10an losses.......ocvviiivrcrsirs e
DEPOSILS c.vcueriiiiemirrnersi e eereescrenrases e ene st
Securities sold under agreement to repurchase

and federal funds purchased ........ocovvvriinvirirnnnes
FHLB advances and related debt
Junior subordinated debentures ...........
Shareholders’ equity ... v

Summary Results of Operatmns Data
Interest income ..
[nterest expensc ettt e a ettt e st a s st e ern
Net interest iNCOME ..o s rrenss
Provision for 10an 10SSES.......ecviieiiienrriens s
Net interest income after provision for loan losses...
NORIMETESt INCOME.c.vveeeerrireeesiveererresrerannes
NORINEETCSE EXPENSES 1ovivrirvirenrrisiriessrisresieasanssees
Income before income tax eXpEnse.........ccccovevvicieienenn
INCOMIE taX EXPENMSE .ovvrereriirrreeecemrieererrermeeeeeceneebssss s sssares
NEL INCOIIE .....ovviieiriiree oo srsreres s e rsss s ssseresrensena s
Net operating income(4) ..o

Per Share Data(2):

Net INCOmME, DASIC .vivviiierirr e et

Net income, diluted......oovvevviecenccinieee

Book value... . -
Welghted av eragc number of common shares outstandlng

Performance Ratios:
Return on average assets:
Operating(d) .oovvvrririirrere et
Return on average equity:
Operating(4) ..o
Net intercst margin, tax equivalent
Loan to deposit ratiof]) ..o inirensinrsesseseens
Efficiency ratio(3):
Operating(4)
Asset Quality Ratios:
Nonperforming assets, past due and restructured
loans to total loans(1) ...
Nonperforming assets, past dm, and restructured
loans to total assets ..
Net charge-ofis to average total loans(l) ...........................
Allowance for loan losses to nonperforming loans............
Allowance for loan losses to total loans(1)......c.coccnininns

Years Ended December 31,

2007 2006 2005 2004 2003

(Dollars and shares in thousands, except per share amounts)

628,129 509,344 405,313 315,811 230,841
9,257 7,467 19,381 1,394 2,843
87,507 74,304 36,131 29,162 15,759
503,008 397,234 334,041 276,630 206,077
5,751 4,949 4,490 3,717 2,705
412,821 345,504 254,148 204,864 168,964
. - 14,680 13,100 9,297
158,520 108,500 79,500 60,660 32,500
13,403 13,403 13,403 6,186 6,186
38,278 34,583 30,473 28,079 11,187
39,520 30,929 21,670 13,965 9.722
22,781 16,579 9,585 5317 3,618
16,739 14,350 12,085 8,648 6,104
2,050 1,650 1,000 1,310 1,050
14,689 12,700 11,085 7,338 5,054
1,262 579 826 761 422
10,873 7,351 7,856 4,852 3,853
5,076 5,928 4,055 3,247 1,623
1,641 2,027 1,541 1,234 617
3,433 3,901 2,514 2,013 1,006
3,224 3,901 3,444 2,013 1,006
1.17 1.33 86 93 53
1.06 1.20 78 82 48
12.99 11.79 11.46 10.60 6.49
2,942 2,932 2,922 2,169 1,897
3,234 3,238 3,223 2,464 2,069
0.60 % 0.85 % 0.70 % 0.73 % 0.52%
0.54 % 0.85 % 0.96 % 0.73% 0.52 %
9.40 % 11.95 % 8.44 % 12.37 % 9.28 %
8.53 % 11.95 % 11.56 % 12.37 % 9.28%
3.05% 327 % 3.45% 317% 3.24 %
12326% 11640 % 133.20 % 136.85 % 123.57 %
60.41 % 4924 % 60.85 % 51.58 % 59.04 %
C61.50 % 49.24 % 49.23 % 51.58 % 59.04 %
0.92 % 0.62 % 0.14% 0.27 % 021 %
0.75 % 0.49 % 0.12% 0.24 % 0.19%
0.27 % 0.32% 0.07 % 0.12% 0.10%
129.65% 33246 % 962.74 % 502.84 % 609.35 %
113 % 1.23% 133 % 1.33% 1.30 %
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Item 6. Selected Financial Data, Continued

Capital Ratios:
Average equity t0 VETAEE ASSELS ..ovvvvruieee et eescrneceeae
Leverage ratio ..
Tier [ risk- based capttal rano
Total risk-based capital ratio..
Growth Ratios and Other Data'
Pereentage change in net income.. . o
Percentage change in diluted pet income pcr share.,.........
Percentage change in assets ..
Percentage change in Ioans(l)
Percentage change in deposits ..cooeevvvcceennnen,
Percentage change in equity.......ocooiviieccrniceriiieseecrienne

Reconciliation of GAAP to Non-GAAP Measures:
Net income, as reported (GAAP) .......cccccovvirvcnnneineecns
Non-operating items: '
Gain on sale of long lived assets, net of income tax .....
Impariment on long lived assets, net of income 1ax ......
Net operating income (net income, excluding
NOB-OPETALNG HEINS) ... ccviieie et eec s

Noninterest income, as reported (GAAP) .ocoecvvvivenenes,
Non-operating items;
Gain on sale of long lived assets..

Operating noninterest expense (nommeresl expense,
excluding non-operating items)

Noninterest expense, as reported (GAAPY e,
Non-operating items:
Impairment on long lived assets...........cooceerviierriennnes
Operating noninterest expense (noninterest expense,
excluding non-operating items) .......... ittt aaten

(1} Includes nonperforming loans.

Years Ended December 31,

2007 2006 2005 2004 2003
{Dollars in theusands)
6.35% 7.15% 836 % 587% 5.57%
8.30 % 9.40 % 11.60 % 11.00 % 6.09 %
10.00 % 11.90 % 13.60 % 13.40 % 7.78 %
11,10 % 13.10 % 14.90 % 14.60 % 10.24 %
(11.93% _  55.15% 24.89 % 100.10 % 3378 %
(11.67)% 53.85% (4.44)% 69.81 % 23.26 %
2332 % 25.67% 28.34 % 36.81 % 35.50 %
26.52 % 18.92 % 20.75 % 34.24% 39.17%
19.48 % 35.95% 24.06 % 2125 % 26.51 %
10.68 % 13.49 % 8.53% 151.00 % 9.33%
3,435 3,901 2,514 2,013 1,006
Q21D - - - -
. . 930 - -
3,224 3,901 3,444 2,013 1,006
1,262 579 826 761 422
319 - - - -
943 579 826 761 422
10,875 7,351 7,856 4,852 3,853
- - 1,500 - -
10,875 7,351 6,356 4,852 3,853

(2) Adjusted for all years presented giving retroactive effect to a three-for-two common stock split in November 2003 and subsequent

10% stock dividend in July 2006,

(3) Computed by dividing noninterest expense by the sum of net interest income on a tax equivalent ba51s and noninterest income, net

of securities gains or losses.

(4) Return on average assets, return on average equity and the efficiency ratio, on an operating basis, are calculated using operating
eamings and operating noninterest expense and are non-GAAP measures which have been calculated on a pro-forma basis above

and are further explained in “General — Non-GAAP Financial Measures.”
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Item 7. Management’s Discussion and Analvsis of Financial Cendition and Results of Operation.

The following discussion and analysis also identifies significant factors that have affected our financial position
and operating results during the periods included in the accompanying financial statements. We encourage you to read

this discussion and analysis in conjunction with the financial statements and the related notes and the other statistical
information also included in this report.

CRITICAL ACCOUNTING POLICIES

We have adopted various accounting policies that govern the application of accounting principles generally
accepted in the United States of America and with general practices within the banking industry in the preparation of our

financial statements. Our significant accounting policies are described in footnote 1 to our audited consolidated financial
statemnents as of December 31, 2007.

Certain accounting policies involve significant judgments and assumptions by us that have a material impact on
the carrying value of certain assets and liabilities. We consider these accounting policies to be critical accounting
policies. The judgment and assumptions we use are based on historical experience and other factors, which we believe to
be reasonable under the circumstances. Because of the nature of the judgment and assumptions we make, actual results

could differ from these judgments and estimates that could have a material impact on the carrying values of our assets and
liabilities and our results of operations. .

We believe the allowance for loan losses is the critical accounting policy that requires the most signifitant
judgment and estimates used in preparation of our consolidated financial statements. Some of the more critical judgments
supporting the amount of our allowance for loan losses include judgments about the credit worthiness of borrowers, the
estimated value of the underlying collateral, the assumptions about cash flow, determination of loss factors for estimating
credit losses, the impact of current events, and conditions, and other factors impacting the level of probable inherent
losses. Under different conditions or using different assumptions, the actual amount of credit losses incurred by us may
be different from management’s estimates provided in our consolidated financial statements. Refer to the portion of this

discussion that addresses our allowance for loan losses for a more complete discussion of our processes and methodology
for determining our allowance for loan losses.

GENERAL

We were incorporated in March 1999 to organize and serve as the holding company for Greenville First Bank,
N.A. On July 2, 2007, we changed the name of our company and bank to Southern First Bancshares, Inc. and Southern

First Bank, N.A. “ Since we opened our bank in January 2000, we have experienced consistent growih in total assets,
loans, deposits, and shareholders” equity.

Like most community banks, we derive the majority of our income from interest received on our loans and
investments. Our.primary source of funds for making these loans and investments is our deposits, on which we pay
intcrest. Consequently, one of the key measures of our success is our amount of net interest income, or the difference
between the income on our interest-earning assets, such as loans and investments, and the expense on our interest-bearing
liabilities, such as deposits and borrowings. Another key measure is the difference between the yield we eam on these
interest-earning assets and the rate we pay on our interest-bearing liabilities, which is called our net interest spread.

There are risks inherent in all loans, so we maintain an allowance for loan losses to absorb probable losses on
existing loans that may become uncollectible. We maintain this allowance by charging a provision for loan losses against
our operating earnings for each period. We have included a detailed discussion of this process, as well as several tables
describing our allowance for loan losses.

In addition to earning interest on our loans and investments, we eam income through fees and other charges to
our clients. We have also included a discussion of the various components of this noninterest income, as well as of our
noninterest expense.

The efficiency ratio represents the percentage of one dollar of expense required to be incurred to earn a full
dollar of revenue. We compute our efficiency ratio by dividing noninterest expense by the sum of net interest income and

noninterest income. For the year ended December 31, 2007, we spent $0.60 on average to earn each $1.00 of revenue.

The following discussion and analysis also identifies significant factors that have affected our financial position
and operating results during the periods included in the accompanying financial statements, We encourage you to read
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this discussion and analysis in conjunction with our financial statements and the other statistical information included in
this report.

Effect of Economic Trends

Following an economic decline and historically low interest rates that ended in the first six months of 2004, the
Federal Reserve began increasing short-term rates as the economy showed signs of strengthening. Between July 2004
and July 2006, the Federal Reserve increased rates at 17 of their meetings for a total of 425 basis points. Between July
2006 and September 18, 2007, the Federal Reserve allowed short-term rates to remain unchanged. Beginning in July
2004 and continuing until September 18, 2007, our rates on both short-term or variable rate interest-earning assets and
interest-bearing liabilities increased. The momentum of the 17 rate increases resulted in higher rates on interest-earning
assets and higher interest-bearing liabilities during the first nine months of 2007; subsequently, as fixed rate loans,
deposit$, and borrowings have matured they have repriced at higher interest rates. In late September 2007, the Federal
Reserve reversed their position and lowered the short-term rates initially by 50 basis points and by an additional 50 basis
points in the fourth quarter of 2007. The Federal Reserve has continued to aggressively decrease rates by lowering the
short-term rate 200 basis points in the first quarter of 2008. The results of the Federal Reserve’s actions on September 18,
2007 had minimal net effect on our variable rate loans, investments, and borrowings; however, the initial 50 basis point
decrease combined with the additional 50 basis point decrease in the fourth quarter of 2007 has caused the rates on our
short-terin or variable rate assets and liabilities to continue to decline. The following discussion includes our analysis of
the effect that we anticipate changes in interest rates will have on our financial condition. However, we can give no
assurances as to the future actions of the Federal Reserve or to the anticipated results that will actually occur.

Results of Operations
Income Statement Review
Summary

Net income for the year ended December 31, 2007 was $3.4 million, a 11.93% decrease from $3.9 million for
the year ended December 31, 2006. The $465,352 decrease in net income resulted from a $3.5 million increase in
noninterest expenses and a $400,000 increase in the provision for loan losses, partially offset by a $2.4 million increase in
net interest income, a $682,757 increase in noninterest income, and $385,893 reduction in income tax expense. Cur
efficiency ratio was 60.4% for 2007, compared to 49.2% in 2006. The deterioration in the efficiency ratio is attributable
to the expenses we incurred in 2007 relating to our expansion to the Columbia- market and the move to our new
headquarters in Greenville. :

* Qur net income in 2006 increased $1.4 million, or 55,2%, compared to our net income of $2.5 millien in 2005.
The $1.4 million increase in net income resulted from a $2.3 million increase in net interest income and a $504,072
decrease in noninterest expenses, offset by a $650,000 increase in the provision for loan losses, a $246,286 decrease in
noninterest income, and a $485,978 additional income tax expense. Our efficiency ratio was 49.2%, which compared
favorably to 60.9% in 2005." The company's efficiency ratio for 2006 was unchanged from the operating efficiency ratio
for 2005 which excluded the write-down on real estate.

‘Net Interest Income

Our level of net interest income is determined by the level of earning assets and the management of our net
interest margin. The continuous growth in our loan portfolio is the primary driver of the increase in net interest income.
During the three years ended December 31, 2007, our loan portfolio increased an average of $74.5 million per year. The
growth in 2007 was $106.7 million. We anticipate the growth in loans will continue to drive the growth in assets and the
growth in net interest income. However, no assurance can be given that we will be able to continue to increase loans at
the same levels we have experienced in the past.
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Our decision to grow the loan portfolio al the current pace created the need for a higher level of capital and the
need to increase deposils and borrowings. This loan growth strategy also resulted in a significant portion of our assets
being in higher earning loans than in lower yielding investments. At December 31, 2007, net loans represented 80.1% of
total assets. However, as described below, we have also increased our level of depos:ts significantly. While we plan to
continue our focus on increasing the loan portfolio, as rates on investment securities rose during the past twelve months
and we obtained additional deposits, we increased the size of the investment portfolio. Our investment portfolio increased

by $13.2 million during 2007. At December 31, 2007, investments and federal funds sold represented 15.4% of total
assets. '

"The historically low inferést.rate environment that was experienced between January of 2000 and July of 2004,
aliowed us to obtain short-term borrowings and wholesale certificates of deposit at rates that were lower than certificate
of deposit rates being offered in our local market. Therefore, we decided not to begin our retail deposnt office expansion
program until the beginning of 2005. This funding strategy allowed us to continue to operate in one location until 2005,

maintain a smaller staff, and not incur marketing costs to advertise deposit rates, which in turn allowed us to focus on the
fast growing loan portfolio.

We opened two retail deposn offices in 2005. During the third quarter of 2007, we converted our Columbia loan
production office into a full service branch facility. Our focus for these three locations is to obtam low cost transaction
accounts. OQur goal is to increase both the percentage of assets being funded by "in market" retail deposits and to
increase the percentage of low-cost transaction accounts to (otal deposits. We anticipate opemng two aditional retail
deposit offices during the second and third quarters of 2008, one in the Columbia market and one in the Greenville
market. These offices will assist us in meeting the previously stated objectives. We believe that this growth strategy will
provide additional clients in our two market areas and will eventually provide a lower alternative cost of funding. At
December 31, 2007, retail deposits represented $257.5 million, or 41.0% of total assets, borrowings represented $171.9

million, or 27.4% of total assets, and wholesale out-of-market deposits represented $155.3 million, or 24.7% of total
assets.

. Our net interest income margin for the year ended December 31, 2007 exceeded our net interest spread because
we had more interest-carning assets than interest-bearing liabilities. Average interest-earning assets exceeded average

interest-bearing liabilities by $49.9 million and $46.0 lTll]llOl'l for the years ended December 3}, 2007 and 2006,
respectively.

In addition to the growth in both assets and liabilities, and the ratio of interest-earning assets to interest-bearing
liabilities, net interest income is also affected by the timing of the repricing of our assets and liabilities, and the changes in
interest rates earned on our assets and interest rates paid on our liabilities. Until September 18, 2007, our yields on interest
earning assets and the rates that we paid for our deposits and borrowings continued to increase primarily as a result of the
actions taken by the Federal Reserve to raise short-term rates prior to July 30, 2006. Our fixed rate loans were being
originated or renewed at higher rates, while the rates on new or maturing interest-bearing liabilities were also higher than
in the past. Our net interest spread declined since more of our rate-sensitive liabilities repriced than our rate-sensitive
assets during the twelve month period ended December 31, 2007. Given the fact that the Federal Reserve increased short-
term rates by 425 basis points between July 2004 and'July 2006 and allowed rates to remain unchanged untii September
18, 2007, we believed during most of 2006 and the first nine months of 2007 that short-term interest rates were at or near
their peak. Therefore, we chose to increase the amount of fixed rate loans in our loan portfolio and targeted to have a
significant portion of our liabilities to reprice within a twelve month period. On September 18, 2007, the Federal Reserve
began to decrease short-term rates with an initial 50 basis point reduction and continued the decrease with an additional
50 basis points in the fourth quarter of 2007. While the bank had more assets that repriced down on December 31, 2007,
we anticipate that the amount of liabilities that will reprice over the next three months will “neutralize” the immediate

downward negatlve impact and then we believe we w1l] begin to have a positive impact on our net interest income for the
next nine months.

As more fully dlscussed in the “Market Risk” and “Liquidity and Interest Rate Sensmvny sections below, at
December 31, 2007, 62.2% of our loans had fixed rates. During 2006 and 2007, we have placed more emphasis on fixed
rate loans. Our fixed rate loans as a percentage of total loans increased from 51.2% at December 31, 2006 to 62.2% at
December 31, 2007. While our percentage of fixed rate loans has increased, our focus during the past three years has
been to obtain short-term liabilities to fund our asset growth. This strategy has resulted in our ability to move from being

asset sensitive to being liability sensitive. We are currently positioned to benefit from lower market rates and to be
negatively impacted by higher market rates.
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- At December 31, 2007, 87.9% of our interest-bearing liabilities were either variable rate or had a maturity of less
than one year. Therefore, we believe that we are positioned to benefit from future ‘decreasés in short-term rates.
Conversely, future increases in short-term rates would likely have a negative effect on our ¢amnings. At December 31,
2007, we had $200.9 million more liabilities than assets that reprice within the next twelve months. Based on a review of
our deposit portfolio, we believe that the ‘interest rates that we pay on the majority 'of our interest-bearing transaction
accounts would only be impacted by a portiont of any change in market rates.” This key assumption is utilized in our-

- overall-evaluation of our level'of interest sensitivity. ' ' " ‘ - o '

We have included a number of tables to assist in" our description of various measures of our financial
performance. For example, the “Average Balances, Income and Expenses, Yields and Rates” table shows the average
balance of each category of our assets and liabilities as well as the yield we earned or the rate we paid with respect io each
category during 2007, 2006, and 2005. A review of these tables shows that our loans typically provide hlgher interest
yields than do other types of interest-earning assets, which is why we direct a substantial percentage of our earning assets
into our loan portfolio. Similarly, the “Rate/Volume Analysis” table demonstrates the effect of changing interest rates
and changing volume of assets and liabilities on our financial condition during the periods shown. A review of these
tables shows that as short-term rates continued to rise, the increase in net interest income is more affected by the changes
in rates than in prior years. We also track the sensitivity of our various categories of assets and liabilities to changes in
interest rates, and we have included tables to illustrate our interest rate sensitivity with respect to interest- -carning and
interest-bearing accounts. Finally, we have included various tables that provide detail about our investment securities, our
loans, our deposits, and borrowings.,

The following table sets forth information related to our average balance sheet, average yields on assets, and -
average costs of liabilities. We derived these yields or costs by dividing income or expense by the average balance of the
corresponding assets or liabilities. We derived average balances from the daily balances throughout the periods indicated.
During the same periods, we had no interest-bearing deposits in other banks or any securities purchased with agreements
to resell. All investiments were owned at an original maturity of over one year. Nonaccrual loans are included in eaming
assets in the following tables. Loan yields have been reduced to reflect the negative impact on our earnings of loans on
nonaccrual status. The net of capitalized loan costs and fees are amortized into interest income on 1dans!

Average Balances, Income and Expenses, Yields and Rates
Fer the Years Ended December 31,

2007 2006 . 2005
Average Income/  Yield/ Average Income/  Yicld/ Average  Income/  Yield/
Balance Expense  Rate © - Balance' Expense Rate Balance  Expense  Rate
St " (Dollars in thousands) ¢ ’
Eaming assets:
Federal funds sobd ... $ 10579 % 540 5.10% 5 9,091 § 473 521% 8 3,129 § 105 332%
Investment securities, taxable...tovinnne 77,589 4224 | 544%- - 54,151 2,773 512% + 36,873, 1,634 4.43%
Investment securitics, nontaxable (1) 3890 213 5.47% 1,404 Rl 574% | - - -
Loans........... 459,245 34612 154% 373,351 27630 736% 310317 19931 6.429%
Total eaming assels 551,303 39,580  7.18% 439,997 30,957 7.04% 350319, 21,670 6.19%
Nonearniitg 8852tS. ... ervurrerererererres 23,184 16,949 - ' 6,695 :
Total a55etS.....oove e $ 574,487 ! $_456.946 ! $ 357.014
Interest-bearing liabilities: J , -
NOW accounts .......oeceeeeeeeremernrereenn $ 34338 % 371 166% S 35048 § 649 1.85% §  28.153 § 390 1.39%
Savings & money market ..........ov.ocreeeeann. © 87,883 3,088 351% 80,687 2,751 141'% 48,815 931 191%
Time deposits oo 235105 12,412 515% 163.879 7740 4729% 129735 4,715 3.63%
Total interest-bearing deposits........coveren 357,059 15771 4.41% 279,614 11,140 398% 206,703 6,036 292%
FHLB advances and related debt.... . 129,736 5,956. 4.59% 91,525 3985 435% 74,013 2,548 3.44%
Other BoOTTOWINES oo 14.576 1,054 7.23% 22856 1,454 6.36% 23,849 1,001 420%
Total inlercsl-bcaring liabi]ilics ............... 501,371 22,781 4.54% 393,995 16,579 421% 304,565 9585 3.15%
Noninterest-bearing liabilities ...... . 36,303 . - 30,298 22,608
Shareholders’ equity........cc.ccooeeeivveeeeennn, 36,546 32,653 ° T 29,841
Total liabilities and !
shareholders’ equity.......oooooeviveeeecnnnnnn, $ 574,487 § 456,946 $ 357,014
Net interest spread.......cocveeeeveviverseceeneenna, 2.64% 2.83% 3.04%
Net interest income . o . o N .
(tax equivalenty/margin .., £ 16,808 .- 3.05% S 14,378 327% 5 12085 345%
Less: tax-equivalent adjustmcnt ( I) ............. {69) . o (28) . . -
Nt INMCTESY INCOME...cerrverrerrevrsenrorrnr 16,739 14,350 12,085 .
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.Our net interest spread was 2.64% for the year ended December 3 1, 2007, compared to 2.83% for the year ended
December 31, 2006 and 3.04% for the year ended December 31, 2005. The net interest spread is the difference between
the yield we earn on our interest-earning assets and the rate we pay on our interest-bearing liabilities. '

The 19 basis point reduction in our net interest spread resulted primarily from.the lower spreads on our $111.3

~ million growth in average earning assets in the twelve months of 2007 compared to the same period in 2006. The

additional earning assets and liabilities yielded 2.09%, a lower than historical net spread, which caused the overall net
interest spread to decline by 15 basis points. The remaining 4 basis point reduction in net interest spread resulted from
the immediate impact of loans repricing while liabilities reprice over a longer period. Therefore, once short-term market

rates stop decreasing, certain short-term liabilities such as one year certificates of deposit will contmue to slowly reprice
downward to the current market rates as they mature.,

Durmg 2006 and 2007, management ‘determined ‘that the bank had capital - to support additional asset growth.
Consequemly, given the flat interest rate environment, both earnings and return on, equity could be increased with
additional assets and liabilities even if the net interest spreads were at less than historical levels. Accordingly, $27.4
miltion or 24.6% of the total growth in eammg assets occurred in investments and federal funds, yielding a combined
weighted rate of 5.40% for 2007. The remaining growth in earning assets of $83.9. million, or 75.4% of the total growth,
occurred in loans which yielded a weighted rate of 7.54% in the twelve months of 2007. This combination of
investments, federal funds, and loans yielded a weighted rate of 7.01%. :

The growth of $111.3 million in eaming assets was funded primarily with $29.9 million in borrowings with a
weighted rate of 4.86% and $71.0 million in certificates of deposit with a weighted rate of 5.16% for the year ended

December 31, 2007. Since.the total growth in earning assets was funded with higher borrowmg and certificate of deposit
rates, the combined funding cost.was 5.04%.

If short term rates continue to decline and a portion of our loans reprice immediately. while liabilities reprice on

average of twelve months, we anticipate a continued decline in net interest spread until the variable rate liabilities have
also repriced downward to market rates. :

Our net interest margin is calculated as net interest income divided by average interest-earning assets. Our net
interest margin for the period ended December 31, 2007 was 3.05%, compared to 3.27% for the year ended December 31,
2006 and 3.45% for the year ended December 31, 2005, During the twelve-month periods ended December 31, 2007,
2006 and 2005, interest earning assets exceeded interest bearing Habilities by $49.9 million, $46.0 million, and $45.8

million, respectively. During 2007, interest-earning assets averaged $551.3 million, compared to $440.0 million in 2006
and $350.3 million in 2005.

Despite the reduction in short-term rates primarily in the fourth quarter of 2007, our loan yield increased 18 and
94 basis points for the years ended December 31, 2007 and 2006 compared to prior years. This increase is a result of
loans maturing ‘or being renewed at rates higher than their original rates through the first nine months of 2007 as well as
the impact of higher market rates on our variable rate loans which represent approximately 38% of the loan portfolio at
December 31, 2007. Offsetting the increase in our loan yield was a 44 and 106 basis point increase in the cost of our
interest-bearing deposits for the years ended December 31, 2007 and 2006 compared to the same period in 2006 and
2005. The increases in the rate on our time deposits is also due to the renewal rates on time deposits being much higher
during the first nine months of 2007 than those in the past. In addition, the cost of our savings and-money market
accounts has increased by 10 basis points in 2007 and 150 basis points in 2006 as we have increased the rates we ofteted
during a significant part of 2007 on these products to stay competitive in response to the increase in short-term market
rates. The 24 and 91 basis point increases in FHLB advances-and related debt and the 87 and 216 basis point increases in
other borrowed funds during 2007 and 2006 compared to the same periods in the prior years resulted primarily from the
repricing of matured FHLB advances to higher market rates and carrying a lower balance of other borrowings at higher
rates. As of December 31, 2007, approximately 45% of our FHLB advances had variable rates, while all of our other
borrowings had variable rates. At December 31, 2006 and 2005, approximately 46% and 37% of our FHLB advances had
variable rates, respectively.

Net interest income, the largest component of our income, was $16.7 million, $14.4 million, and $12.1 million,
for the years ended December 31, 2007, 2006, and 2005, respectively. Of the $2.4 million and $2.3 million increases in
net interest income for the year 2007 and 2006, respectwely, approximately $2.1 million and $3.2 million related to the
impact of higher average interest-earning assets and interest-bearing liabilities during the years ended 2007 and 2006,
respectively, compared to the same periods in 2006 and 2005. [n addition, higher spreads on the average balances
increased net interest income by approximately $161,000 in 2007 and lower spreads reduced net interest income by
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approximately $938,000 in 2006. Average earning assets were $111.3 million and $89.7 million higher during the twelve
months ended December 31, 2007 and 2006, respectively, compared to the same periods in 2006 and 2005. During the
same periods, average interest-bearing liabilities increased $107.4 million and $89.4 million, respectively.

Interest income for the year'ended December 31, 2007 was $39.5 million, consisting of $34.6 million on loans,
$4.4 million on investments, and $540,385 on federal funds sold. Interest income for the same period ended December
31, 2006 was $30.9 million, consisting of $27.6 million on loans, $2.8 million on investments, and $473,362 on federal
funds sold. Interest income for 2005 was $21.7 million, consisting of $19.9 million on loans, $1.6 million on
investments, and $104,414 on federal funds sold. Interest on loans for the years ended December 31, 2007, 2006 and
2005 represented 37.6%, 89.3% and 92.0%, respectively, of total interest income, while income from investments and
federal funds sold represented 12.4%, 10.7% and 8.0% of total interest income for the years ended December 31, 2007,
2006 and 2005, respectively. The high percentage of interest income from ioans related to,our strategy to maintain a
significant portion of our assets in higher eaming loans compared to lower yielding investments. Average loans
represented 83.3%, 85.3% and 88.6% of average interest-earning assets for the years ended December 31, 2007, 2006 and
2005, respectively. Included in interest income on loans for the years ended December 31, 2007, 2006 and 2005 was
$720,056, $569,012 and $604,564, respectively, related to the net amortization of loan fees and capitalized loan
origination costs.

Interest expense for the year ended December 31, 2007 was $22.8 million, a 37.4% increase compared to $16.6
million for the year ended December 31, 2006, For the years ended December 31, 2007 and 2006, interest expense
consisted of $15.8 million and- $11.1 million, respectively, related to deposits and $7.0 million and $5.4 million,
respectively, related to borrowings. Interest expense for the year ended December 31, 2005 was $9.6 million, consisting
of $6.0 millien related to deposits and $3.5 million related to borrowings. Interest expense on deposits fof the years
ended December 31, 2007, 2006 and 2005 represented 69.2%, 67.2% and 63.0%, respectively, of total interest expense,
while interest expense on borrowings represented 30.8%, 32.8% and 37.0%, respectively, of total interest expense.
During the year ended-December 31, 2007, average interest-bearing deposits were higher by $77.4 million than for the
same period in 2006, while FHLB advances and other borrowings were $29.9 million higher than for the same period in
2006. Average interest-bearing deposits were higher by $72.9 million during the year ended December 31, 2006 than for
the same period 2005, while FHLB advances and other borrowings during 2006 were $16.5 million higher than for the
same peried in 2005. Both the short-term borrowings from the FHLB and the sale of securities under agreements to
repurchase provided us with the opportunity to obtain low cost funding with various maturities similar to the maturities on
our loans and investments.

Rate/Volume Analysis
Net interest income can be analyzed in terms of the impact of changing interest rates and changing volume. The

following tablesset forth the effect which the varying levels of interest-earning assets and interest-bearing liabilities and
the applicable rates have had on changes in net interest income for the periods presented.

: Years Ended :
December 31, 2007 vs. 2006 December 31, 2006 vs. 2005
Increase {Decrease) Due to Change in Increase (Decrease) Due to Change in
Rate/ Rate/-
Volume Rate = Volume Total Volume Rate Volume Total

(Dollars in thousands)
Interest income

Loans .....oovveieeeceevrreennnnn .8 6,176 , 659 147 6,982 4,173 2,909 617 -7,699
Investment securities .......... 1,319 152 71 1,542 828 242 122~ 1,192
Federal funds sold........... .77 (9 (D 67 198 59 112, 369
Total interest income ...... 7,572 802 217 8,591 5,199 3210 851 9,260
Interest expense .
Deposits......cccveecvvnvirnnnnns 4318 226 87 4,631 1,438 2,957 709 5,104
FHLB advances ......c......... 1,664 - 216 9] 1,971 603 675 7 160 1,438
Other borrowings................ ' (527) 199 (72) {400) (42) 516 D" 453
Total interest eipense ..... 5,455 641 106 6,202 1,999 4,148 - R48° 6,995
Net interest income ............. $ 2,117 161 111 2,389 3200 . (938) 3 2,265
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Provision for Loan Losses - .

We have established an allowance for loan losses through a provision for loan losses charged as an expense on
our statements of income. We review our loan portfolio periodically to evaluate our outstanding loans and to measure
both the performance of the portfolio and the adequacy of the allowance for loan losses. Please see the discussion below
under “Balance Sheet Review - Provision and Allowance for Loan Losses™ for a description of the factors we consider in
determmmg the amount of the provision we expense each period to maintain this allowance.

For the year ended December 31, 2007, we incurred a noncash expense related to the provision for loan losses of
$2.1 million, bringing the allowance for loan losses to $5.8 million, or 1.13% of gross loans, as of December 31, 2007.
During the year ended December 31, 2007, we charged-off $1.3 million in loans and recorded $47,556 of recoveries on
loans previously charged-off. We have aggressively recognized our exposure on one specific commercial real estate loan,
charging off $1.1 million during 2007, The write-down on this loan represents 86.1% of the net charge-offs for 2007.

In contrast, for the same periods in 2006 and 2005, we added $1.7 million and $1.0 million, respectively, to the
provision for loan losses, resulting in an allowance of $4.9 million and'$4.5 million at December 31, 2006 and 2005. The
allowance for loan losses as a percentage of gross loans was 1.23% and 1.33% at December 31, 2006 .and 20035,
respectively. We reported net charge-offs of $1.2 million and $227,048 for the years ended December 31, 2006 and 2005,
respectively, including recoveries of $145,661 and $63,206 for the same periods in 2006 and 2005. The substantial
portion, or $1.1 million, of loans charged-off in the. year ended December 31, 2006 relates to a group of loans with a
common interest totaling $3.1 million. These loans were secured by diversified real estate or vehicles, on which we had
foreclosed.

At December 31, 2007, the allowance for loan losses represented 1.2 times the amount of non-performing loans,
compared to 3.3 times and 9.6 times at December 31, 2006 and 2005, respectively. The coverage level of the allowance
at December 31, 2007 decreased from the coverage level at December 31, 2006 due to an increase in non-performing
loans, A significant portion, or 97.4%, of nonperforming loans at December 31, 2007 are sccured by real estate. We have
evaluated the underlying collateral on these loans and determined that the collateral on these loans is sufficient to
minimize future losses. As a result of this level of coverage on non-performing loans, we determined that the provision of
$2.1 million for the year ended December 31, 2007 to be adequate.

Noninterest Income
The following tables set forth information related to our noninterest income.

Years ended December 31,

2007 2006 2005
Loan fee income $ 173,139 123,756 169,876
Service fees on deposit accounts 430,583 259,296 251,644
Other real estate owned activity 27,657 (165,627) . -
Income from bank owned life insurance ' - 374,383 142,947 -
Other income 256,490 219,123 404,261
Total neninterest income ' § 1,262,252 579,495 825,781

Noninterest income for the year ended December 31, 2007 was $1.3 million, an increase of $682,757, or
117.82% compared to noninterest income of $579,495 during the same penod in 2006. The £682,757 increase in 2007
was primarily related to increases of $49,383 in loan fee income, $171,287 in service fees on deposit accounts, $193,284

- in other real estate owned activity, $231,436 in income from bank owned life insurance and $37, 367 in other income.

Noninterest income for the vear ended December 31, 2005 was $825,781.

Loan fee income consists primarily of late charge fees and mortgage origination fees we receive on residential
loans funded and closed by a third party. Loan fees were $173,139 and $123,756 for the years ended December 31, 2007
and 2006, respectively. The $49,383 increasc relates primarily to increases of $30,288 in mortgage origination fees and
fees related to lines and letters of credit and $18,595 in late charge fees. We received $22,861 of mortgage origination
fees in 2007 compared to $3,585 in 2006, and $41,866 of fees related to lines and letters of credit in 2007 compared to

$30,854 for the same period in 2006. Late charge fees were $107,912 and $89,317 for the years ended December 31,
2007 and 2006, respectively. :
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Income from loan fees decreased by $46,120 to $123,756 for the year ended December 31, 2006 from $169,876
for the same period in 2005. The decrease relates primarily to the $60,127 decrease in mortgage origination fees and fees
related to lines and letters of credit, partially offset by a $14,007 increase in late charge fees.

Service fees on deposit accounts consist primarily of service charges on our checking, money market, and
savings accounts and the fee income recéived from client non-sufficient funds (“NSF”) transactions. Deposit fees were
£430,583 and $259,296 for the vears ended December 31, 2007 and 2006, respectively. The $171,287 increase is
primarily related to a $159,549 increase in NSF fees and a $22,481 increase in overdraft fees, partially offset by a $10,743
decrease in other deposit related fees. NSF fee income was $307,107 and $147,558 for the years ended December 31,
. 2007 and 2006, respecuvely, representmg 71.3% of total service fees on deposits in 2007 compared to 56.9% in 2006
The significant increase in NSF fee income is due primarily to an increased effort to collect rather than waive NSF fees
charged to our clients. Overdraft fees were $34,292 and $11,811 for the years ended December 31, 2007 and 2006,
respectively, while other deposit related fees were $89,186 and $99,929 for the same periods in 2007 and 2006
respectively.

Deposu fees were $259,296 and $251,644 for the years ended December 31, 2006 and 2005, respectively. The
37,652 increase is pnmanly related to a $10,919 increase in deposit related fees, partially offset by a $3,901 decrease in
NSF fees. Deposit related fees were $28,153 and $17,234 for the years ended December 31, 2006 and 2005, respectively.
NSF income was $147,558 and $151,459 for the same periods ended December 31, 2006 and 2005, respectively,
representing 56.9% of total service fees on deposits in 2006 compared to 60.2% of 1otal service fees on deposits in 2005

We held $8.9 million of bank_owned life insurance é_s of December 31, 2007. Income derived from this life
insurance was $374,383 for the year ended December 31, 2007 compared to $142,947 for the same period in 2006. The
substantial portion of our bank owned life insurance was purchased during the third quarter of 2006,

Other real estate owned activity includes income and expenses from property held for sale and other real estate we
own, For the years ended December 31, 2007 and 2006, we had net income of $27,657 and a net loss of $165,627,
respectively. There was no activity in 2005., In-February 2007, we decided to actively market the sale of our former main
office and corporate headguarters bulldlng, and accordingly, reclassifi ed the building from property and equipment to
property held for sale. As a result, we recorded a pre-tax gain of $375,000 which is included in other real estate owned
activity. In addition, we leased a portion of the building and began to collect monthly rent of $18,517 in March 2007.
The building was sold during April 2007, and we recorded a subsequent write-down of $55,709 during the three months
ended June 30, 2007 to account for additional selling costs. Also included in real estate owned activity are income and
expenses related to loans that were transferred into other real estate owned. Qur cost of owning the real estate exceeded
income derived from the property by $328,668 and $165, 627 for the years ended December 31, 2007 and 2006,
respectively.

Other income consisted primarily of income from fees received on debit card transactions and sale of customer
checks, and fees received on wire transfers. Other income was $256,490 and $219,123 for the years ended December 31,
2007 and 2006, respectively. The $37,367 increase resuited primarily from a $31,849 increase in debit card transaction
fees, a $5,188 increase in wire transfer fees, and an $18,219 increase in other fee income, partially offset by a $17,889
decrease in gain on sale of fixed assets. Debit card transaction fees were $180,016 and $148,167 for the years ended
December 31, 2007 and 2006, respectively and represented 70.2% and 67.6% of total other income for the 2007 and 2006
periods, respectively. The corresponding transaction costs associated with debit card transactions are included in outside
service expense. The debit card transaction costs were $75,459 and $75,340 for the years ended December 31, 2007 and
2006, respectively. The net impact of the fees received and the related cost of the debit card transactions on earnings for
the twelve months ended December 31, 2007 and 2006 was $104,557 and §72,827, respectively.-

Other income was $219,123 and $404,261 for the years ended December 31, 2006 and 2005, respectively. The
$185,138 decrease resulted primarily from a $202,262 decrease in debit card transaction feés due to a change in merchant
service providers whereby we now receive a net fec related to the service provided to our merchant clients. In prior years,
we received a substantially higher fee, but also incurred additional transaction costs. Debit card transaction fees were
$148,167 and $350,429 for the years ended December 31, 2006 and 2005, respectively and represcmed 67.6% and 86.7%
of total other income for the 2006 and 2005 periods, respectively. The corresponding transaction costs associated with
debit card transactions are included in outside service expense. The debit card transaction costs were $75,340 and
3278,936 for the years ended December, 31, 2006 and 2005, respectively. The net impact of the fees received and the
related cost of the debit card transactions on earnings for the twelve months ended December 31, 2006 and 2005 was
$72,827 and 371,493, respectively.
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Noninterest Expenses
The following tables set forth information related to our noninterest expenses.

Years ended December 31,

2007 2006 2005

Compensation and benefits................ b 6,019,277 4,398,106 . 3,340,402
Professional fees......cccoeevenccciiininnn, 573,009 384,926 303,986
Marketing .....ocoviveenniinisnneeneenes 498 844 390,377 377,093
TRSUTANCE ..ot eeeevieveerae e oo 450,245 183,139 152,761
Occupancy ............ ettt st 1,433,371 663,139 - 799,267
Data processing and related costs...... 1,170,777 854,084 919,379
Telephone i...ccuevevevececreccccicrceeeinn 135,818 82,066 55,972
Impairment of long lived assets......... - - 1,500,000
L1111 SRR 593,443 395,471 406,520

Total noninterest eXpenses .............. $ 10,874,784 7,351,308 7,855,380

We incurred noninterest expenses of $10.9 million for the year ended December 31, 2007 compared to $7.4
mitlion and $7.9 million for the years ended December 31, 2006 and 2005. Included in noninterest expenses for the year
ended December 31, 2005, is a one-time charge of $1.5 miltion related to the impairment of long lived assets. Average
interest-earning assets increased 25.3% during 2007, while general and administrative expense increased by 47.9% due to
the additional costs associated with our new main office and headquarters building, market expansion into Columbia,
South Carolina and additional deposit insurance costs. Average interest-earning assets increased 25.5% during the year
ended December 31, 2006, while general and administrative expenses increased by 15.7% in 2006, excluding the one-
time $1.5 million impairment charge in 2005.

In December of 2005, we decided to exercise our option to purchase our main office and headquarters building.
Purchasing the building as compared to continuing to lease the building for an additional fourteen years, provided a cost
benefit to the company of approximately $90,000 per year. We paid approximately $3.1 million for the building, a price
which was calculated based on a pre-determined formula in our lease agreement. We also engaged an outside appraiser o
evaluate the market value of our building. This analysis concluded that the building’s market value, including leaschold
improvements, was approximately $2.2 million, whereas the purchase price and leasehold improvements totaled
approximately $3.7 million, resutting in an impairment charge of $1.5 million.

For the year ended December 31, 2007, compensation and benefits, occupancy, data processing and related
costs, and the impairment of long lived assets accounted for 79.3% of the total noninterest expenses compared to 80.5%
in 2006 and 83.5% in 2005. :

The following tables set forth information related to our compensation and benefits.

Years ended December 31,

2007 2006 2005
Base compensation .........oiieseees $ 4,119,948 3,020,391 2,353,952
Incentive COMPENSAtION .....coevvivererens 975,000 763,000 594,925
Total compensation ........ccovvrneieenens 5,094,948 3,783,391 2,948 877
- Benefis. e 1,077,824 755,895 525,715
Capitalized loan origination costs........ {153,495) {141,180) (134,190)
Total compensation and benefits ....... b 6,019,277 4,398,106 3,340,402

Compensation and benefits expense was $6.0 million, $4.4 million and $3.3 million for the years ended
December 31, 2007, 2006 and 2003, respectively. Compensation and benefits represented 55.4% of our total noninterest
expenses for the year ended December 31, 2007, 59.8% for the same period in 2006, and 42.5% for the same period in
2005. The $1.6 million increase in compensation and benefit expense in 2007 compared to 2006 is primarily related to a
$1.1 million increase in base compensation and $321,929 of additional benefits cost. In addition, incentive compensation
expense increased by $212,000, offset by an increase of $12.315 in loan origination costs, which is required to be
capitalized and amortized over the life of the loans as a reduction of loan interest income. Compensation and benefits
expense increased by $1.1 million in 2006 compared to 2005. The increase is a result of $666,439 additional base
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compensation, $168,075 in additional incentive compensation, and $23{) 180 in hrgher benef' ts’ costs, offset by an
1ncredse of §6, 990 in loan orrgmatron costs.

The $1.1 million increase in base compensation expense for the year ended December 31, 2007 compared to the
same period in 20086, related to the cost of 18 additional employees, as well as annual salary increases. Six of the new
employees were staff hired in relation to the new office in Columbia, while the remaining twelve emp]oyees were hired to .
support the growth in loans and retail deposits, as well as internal audit. The $666,439 increase in base compensation
expense in 2006, related to the addition of 8 ‘employees, plus the impact of annual salary mcreases Most of the new
employees relate to the staff that was hired to support the growth in retail deposrts '

Incentive compensation represented 19.1% of total compensation for the year ended December 31, 2007, and
20.2% for the years ended December 31, 2006 and 2005, respectively. The incentive compensation expense recorded for
the years 2007, 2006, and 2005 represented an accrual of the estimated incentive compensatlon earned during the
respective year. :

Benefits expense increased $321,929 in the year ended December 31, 2007 eomparcd to the year ended
December 31, 2006, and $230,180 in 2006 compared to the year ended December 31 2005. Benefits expense represented
21.2%, 20.0%, and 17.8% of the" total compensauon for the years ended December 31, 2007, 2006, and 2005,
respecnvely

The following tables set forth information related to our data processing and related Costs,

Years ended December 31,

2007 2006 2005
Data processing COStS......covrvvnrnreeeemranesraiens $ 842,360 573,046 473,013
ATM transaction eXpense .........ccvvvrvrersveseens ) 75,459 75,340 278,936
COUTIET BXPETISE ..cvoveeeeereeeeeeeeeeeeeeeneere e 114,428 92,064 21,214
Other eXpenses........c........coo..... et 138,530 113,634 86,216
Total data processing and related costs....... A3 1,170,777 854,084 919,379

Data processing and related costs were $1.2 million, $854,084 and $919,379 for the years ended December 31,
2007, 2006, and 2005, respectively. During the year ended December 31, 2007, our data processing costs for our core
processing system increased by $269,314 to $842,360 compared to $573,046 for the same period in 2006. Data
processing costs for our core processmg system were $473,013 for the year ended December 31, 2005 We have
contracted with an outside computer service company to provide our core data processing services.

Data processing costs increased $269,314,-or 47.0%, for the year ended December 31, 2007 and $100,033, or
21.1%, for the year ended December 31, 2006 when compared to the same periods in 2006 and 2005, respectively. The
increases in costs were caused by the higher number of loan and deposit accounts, A significant portion of the fee
charged by the third party processor is directly related to the number of loan and deposat accounts and the related number
of transactions.. . ' - ‘ . :

We receive income from debit card transactions performed by our clients. Since we outsource this service, we
are charged related transaction expenses from our merchant service provider. Debit card transaction expense was
$75,459, $75,340 and $278,936 for the years ended December 31, 2007, 2006, and 2005, respectively.: The decrease of
$203,596 in 2006 compared to 2005 relates primarily 10 a change in merchant service card providers, whereby we now
receive net fee income related to the service provided to our merchant clients. In prior years, we received a substarmaily
hrgher fee, but also 1ncurred a higher transacuon cost. :

Occupancy expense represented 13.2%, 9.0% and 10.2% of total honinterést expenses’ for the years ended
December 31, 2007, 2006, and 2005, respectively.' Occupancy ekpense increased $770,232 to' $1.4 million for the year
ended December 31, 2007 from $663,139 for the same period in 2006. The increase is primarily due to the increased
costs of depreciation and rent expense associated with our new main office and headquarters building. During 2006,
occupancy expense decreased $136,128 from $799,267 for the year ended December 31, 2005, in spite of the addition of
two retail offices in 2005. The additional costs of the two new retail offices were largely offset because we purchased our
main retail office and headquarter building at the end of 2005.
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The $1.5 million impairment on long lived assets charge for the year ended December 31, 2005 is related to the
purchase of our Haywood Road office building. On December 30, 2005, we purchased the main office building for $3.1
million and immediately thereafter recorded a $1.5 million write-down on the valuation of the purchased building in
accordance with SFAS No. 121, “Impairment of Long-Lived Assets.” The $1.5 million impairment is based on various
assumptions related to our abiliiy to either sell or lease the building at various lease rates. The actual results of our ability
to either seli or lease the building did not significantly differ from the assumption used in the impairment calculation.

The remaining $813,380 increase in noninterest expenses for the year ended December 31, 2007 compared to the
same period in 2006, resulted primarily from increases of $188,083 in professional fees, $267,106 in insurance expenses,
$108,467 in marketing expenses, and $251,724 in télephone and other expenses. The increase in professional fees relates
primarily to additional legal and accounting fees related to SEC reporting requirements, the name change of our company,
as well as the overall growth of our company, while the additional marketing expenses relates to expanding our market
awareness in the Greenviile market, as well as the new Columbia market. The $267,106 increase in insurance costs is
primarily due to the additional FDIC depasit insurance imposed by the Federal Deposit Insurance Corporation in 2007.
In addition, a significant portion of the increase in other expenses is due to increased costs of postage and office supplies,
collection expenses, deposit account losses, and printing costs related to the name change.

Contributing to the increase in noninterest expenses for the year ended December 31, 2006 compared to the same
period in 2005 were increases of $80,940 in professional fces, $30,378 in insurance expenses, $13,284 in marketing
expenses, and $15,045 in telephone and other expenses. Professional fees increased as a-result of legal fees related to
research of certain strategic business opportunities and the overall growth of our company. A significant portion of the
increase in other expenses was due to increased costs of postage and office supplics, additional staff education and
training, and higher dues and subscription costs.

Income tax expense was $1.6 million, $2.0 million and $1.5 million for the years ended December 31, 2007,
2006 and 2005. Our effective tax rate was 32.3% for the year ended December 31, 2007 and 34.2% and 38.0% for the
years ended December 31, 2006 and 2005, respectively. The decrease in the effective tax rate for 2007 and 2006
compared to prior years results primarily from the tax exempt income on bank owned life’insurance which we purchased
in the third quarter of 2006.

-

Balance Sheet Review

General .
,

At December 31, 2007, we had total assets of $628.1 million, consisting principaily of $503.1 million in loans,
$87.5 million in investments, $9.3 million in federal funds sold, $7.7 million in cash and due from banks, and $8.9
million in bank owned life insurance. Qur liabilities at December 31, 2007 totaled $589.9 million, consisting principally
of $412.8 million in deposits, $158.5 million in FHLB advances and refated debt, and $13.4 million of junior
subordinated debentures. At December 31; 2007, our shareholders’ equity was $38.3 million.

Federal F wnds Sold
At December 3 i, 2007, our 39.3 rﬁillion in short-term investments in federal funds sold on.an overnight basis
comprised 1.5% of total assets, compared to $7.5 million, or 1.5% of total assets, at December 31, 2006.

*

Investments -

At December 31, 2007, the $87.5 million in our investment securities portfolio represented approximately 13.9%
of our total assets, We held Government sponsored enterprise sccurities, municipal securities, and mortgage-backed
securities with a fair value of $78.6 million and an amortized cost of $78.7 million for an unrealized loss of $100,978. As
a result of the strong growth in our loan portfolio and the historically low fixed rates that were available during the last
two and one-half years, through December 31, 2005, we had maintained a lower than normal level of investments.
During 2006 and 2007, as rates on investment securities-have risen and we have attracted a material amount of additional
deposits, we increased the size of our investment portfolio. ‘-

' !
' . . ' i 1
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: Contractual maturities*and yields on our investrnents at December 31, 2007 are shown in the idllowing table.
Expected maturities may differ from contractual maturities because issuers may have the right to call or prepay
obligations with or without call or prepayment penalties. At December 31, 2007, we had no secur:tles with a maturity of
less than one year. .

' ] One to Five Years Five to Ten Years Over Ten Years Total

Amount Yield . Amount Yield Amount  Yield Amount Yield

(Doliars in thousands)
Available for Sale -

Government sponsored enterprises.... 3 - 5 11,078 571% § - .- % 11,078 5.71 %
State and political subdivisions.......... - - - - 3,736 3.79 % 3,736 3.79%
Mortgage-backed securities ............... 531 4.56% 8,739 4,78 % 37,902 5.87% 47,172 5.66 %
Preferred Stock oo .- - - C- 2,024 7.88 % 2,024 7.88 %

Total .o B 531 456% $ 19,817 530% § 43662 579% $ 64,010 5.63 %

Held to Maturity ., ] :
Mortgage-backed securities............... $ - - 5 333 3939% $ 14486 4.66% S 14819 4.64 %

At December 31, 2007, our investments included securities issued by Federal National Mortgage Association
and Federal Home Loan Mortgage Corporation with carrying values of $37.6 miltion and $16.2 million, respectively.

Other .investments at -December 31, 2007-consisted of Federal Reserve Bank stock with a cost of $1.0 million,
investments in Greenville First Statutory Trust I and II of $186,000 and $217,000, respectively, and Federal Home Léan
Bank stock with a cost of $7.2 million. At December 31, 2006, we owned Federal Reserve Bank stock with a cost of
$968,700, Federal Home Loan Bank stock with a cost of $5.7 million, and investments in Greenville First Statutory Trust
L and 1 of $186,000 and $217,000, respectively.

The amortized costs and the fair value of our investments at December 31, 2007, 2006, and 2005 are shown in
the following table. ’

2007 - 2006 2005
Amortized Fair Amortized Fair Amortized Fair
Cost ' Value Cost ‘Value Cost Value
"~ (Dollars in thousands) '
Available for Sate ‘ : S
Government sponsored enterprises........... $ 10,992 11,078 1,996 ¢ 1,989 1,005 1,012
State and political subdivisions 3,793 3,736 3,795 3,782 1,292 1,292
Mortgage-backed securities ..................... 47,061 47,1727 44,478 c 44429 - 9,242 9,007
Preferred stock ..o 2,019 2.024 - - - v -
Total..cooicceerc e B 63,865 64,010 50,269 50,200 11,539 11,311
Held ta Maturity i -
Mortgage-backed securities.....rviinns $ 14,819 14,573 17,045 16,577 19,345 18,709

Loans )

Since loans typically provide higher interest yields than other types of interest-carning assets, a substantial
percentage of our earning assets are invested in our loan pdrtfolio Average loans for the years ended December 31, 2007
and 2006 were $459.2 million and $375.4 million, respectively. Before allowance for loan losses, total loans outstandmg
at December 31, 2007 and 2006 were $508.8 miilion and $402.2 million, respectively.

The principal component of our loan portfolio is loans secured by real estate mortgages. Most of our real -estate
loans ‘are secured by residential or commetcial property. We do not generally originate traditional long term residential
mortgages, but we do issue traditional second mortgage residential real estate loans and home equity lines of credit. We
obtain a security. interest in real estate whenever possible, in addition to any other available collateral.  This collateral is
taken to increase the likelihood of the ultimate repayment of the loan. Generally, we limit the loan-to-valye ratio on loans
we make to 80%. Due to the short time our portfolio has existed, the current mix may not be indicative of the ongoing
portfolio mix. We attempt to maintain a relatively diversified loan portfolio to help reduce the risk inherent in
concentration in certain types of collateral.
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The following table summarizes the composition of our loan portfolio for each of the five years ended December

31, 2007.
- 2007 2006 2005 2004 2003
% of % of % of % of % of
Amount _ Total Amount Total Amount Total Amount Total Amount Total
' {Dollars in thousands)
Real Estate:
Commerciat ,
Owner Occupied........... $ 114,168 22.4% 77,668 19.3% 72,222 213 % 54,323 19.4% 39,301 18.8 %
Non-owner occupied ... 147 478 29.0% 126,008 31.3% 96,950 287 % 76,284 272% 53,898 25.8%
Construction ....ccoeeenes 38,464 7.6 % 20,466 51% 14,661 4.3% 12,212 4.4 % 10,878 5.2%
Total commercial ’ '
real estate ..o 300,110 59.0 % 224,142 55.7% 183,833 54.3 % 142 819 51.0 % 104,077 49.8 %
Consumer
Residential .........ccocvuinins 59,815 11.7 % 59,187 14.7 % 50,756 15.0% 46,240 16.5 % 35,823 17.2%
Home equity . 46,806 9.2% 35,986 9.0% 37,254 11.0% 35,085 12.5% 24,278 11.6 %
Construction .....eeon. 7,154 1.4 % 8,259 2.0% 5,409 1.6 % 5,938 21% 4,365 2.1 %
Total consumer
real estate .....cooeees 113,775 22.3% 103,432 25.7% 03,419 27.6 % 87,263 ILE% 64,466 30.9 %
Total real estate............ 413,835 813 % 327,574 814 % 277,252 21.9% 230,082 82.1% 168,543 80.7 %
Commercial business........ 86,863 17.1 % 65,891 16.4 % 53,753 15.9% 44 872 16.0 % 36,107 17.3%
Consumer — other ............ 9,051 18% 9,524 24% 8,211 24% ‘6,035 2.1 % 4,662 22%
Deferred origination . B .
fees, net...ewene. e (949) (0.23% (806) {0.2)% (685) {0.2)% {642) {0.2)% (530) . (0.2)%
Total gross loans, net’ ,
of deferred fees............ 508,850 100.0 % 402,183 - 100.0 % 338,531 100.0 % 280,347 T100.0 % 208,782 100.0 %
Less — allowance for ) . '
loan 10S8€8...vvimcceiinns (3,751) (4,949) ___{(a,490) (3,717) (2,705)
Total loans, net ... $ 503,099 397,234 334,041 276,63b 206,077

Maturities and Sensitivity of Loans to Changes in Interest Rates

The information in the following tables is based oh the contractual maturities of individual loans, including loans
which may be subject to renewal at their contractual maturity. Renewal of such loans is subject to review and credit
approval, as well as modification of terms upon maturity. Actual repayments of loans may differ from the maturities

reflected below because borrowers have the right to prepay obligations with or without prepayment penalties.

The following table summarizes the loan maturity distribution by type and related interest rate characteristics at

December 31, 2007.

Real estate- mortgage
Real estate- CONStIUCON. ...covceivieisiniriibananans
“Total real estate
Commercial
Consumer- Other ....ovveeeriiniiiinnir e
Deferred origination fees, net
Total gross loan, net of

deferred fees ..o

Loans maturing - after one year with
Fixed interest rates.......cccoeshvvveeevsimonsenns
Floating interest rates.......o.oummnririeseeneserens
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After one
One year but within After five
or less five vears years " Total
(Dollars in thousands)
£ 70,081 251,978 46,208 368,267
17,4138 21,256 6,944 45,618
' 87,499 273,234 53,152 413,885
48,6059 37,477 727 86,863
4,568 3,973 510 9,051
(258) (577) (114) (949)

g 140,468 314,107 54275 508,850
$ 139,322

$

229,060




Provision and Allowance for Loan Losses

We have established an allowance for loan losses through a provision for loan losses charged to expense on our
statements of income. The allowance for loan losses represents an amount which we believe will be adequate to absorb
probable losses on existing loans that may become uncollectible. Qur judgment as to the adequacy of the altowance for
loan losses is based on a number of assumptions about future events, which we believe to be reasonable, but which may
or may not prove to be accurate. OQur determination of the allowance for loan losses is based on evaluations of the
collectibility of loans, including consideration of factors such as the balance of impaired loans, the quality, mix, and size
of our overall loan portfolio, economic conditions that may affect the borrower’s ability to repay, the amount and quality
of collateral securing the loans, our historical loan loss experience, and a review of specific problem loans. We also
consider subjective issues such as changes in the lending policies and procedures, changes in the local/national economy,
changes in volume or type of credits, changes in volume/severity of problem loans, quality of loan review and board of
director oversight, concentrations of credit, and peer group comparisons. Periodically, we adjust the amount of the
allowance based on changing circumstances. We charge recognized losses to the allowance for loan losses and add
subsequent recoveries back to the allowance for loan losses. There can be no assurance that charge-offs of loans in future
periods will not exceed the allowance for loan losses as estimated at any point in time or that provisions for loan losses
will not be significant to a particular accounting period.

The following table summarizes the activity related to our allowance for loan losses for the five years ended
December 31, 2007.

December 31,
2007 2006 2008 2004 2003
(Dollars in thousands)

Balance, beginning of year............. $ . 4,949 4,490 3,717 2,705 1,824
Charge-offs ;

Commercial........cccccveervrvenrorninnes (74 (65) 27N {(70) (18)

Real estate-construction.............. (1,085) (181} - - -

Real estate-mortgage.......ccoo.e..... (80) (982) (229) - (225) (118)

CONSUMET .....ooveeieeee e : (57) (78) (34) (40) (37N

Total charge-offs .............. S {1,296} (1,306) (290) (335) (173)

Recoveries . , .

Commercial......ovreecsreerecararen, - 8 1 ‘ 13 -

Real estate-construction....... s - - - - -

Real estate-mortgage..........coovvee. 33 65 60 2 -

COnSUMET ..o 15 42 . 2 22 4

Total recoveries.......ceveerennnnne 48 115 63 37 4

Net loans charged-off ..................... 5 (1,248) (1,191) (227) (298) (169)
Provision for loan losses................ 2,050 1,650 1,000 - 1,310 1,050
Balance, end of year ............ S $ 5,751 4,949 4,490 3,717 2,705
Net charge-offs to average loans .... - 027% 0.32% 0.07 % 0.12% 0.10%

We do not allocate the allowance for loan losses to specific categories of loans. Instead, we evaluate the
adequacy of the allowance for loan losses on an overall portfolio basis utilizing our credit grading system which we apply
to each loan. We have retained an independent consultant to review the loan files on a test basis to assess the grading of
each loan. ‘
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Nonperforming Assets

of allowance for loan losses for the five years ended December 31, 2007, All loans over 90 days past due are on and

| The following table shows the nonperforming assets, percentages of net charge-offs, and the related percentage
( included in loans on nonacerual.

|

|

2007 2006 2005 2004 2003
{Dollars in thousands)
! Loans over 90 days past dug ......c.cocooveevievecnnrenne 3 4,582 945 351 683 396
|
Loans on nenaccrual: . -
MOTBAZE ... e 4,316 1,424 -419 339 150
i COomMETCIal vovveveieee e - 75 32 41 386 224
CONSUIMET .vvieiiceieeie ettt aa b ee 45 33 6 14 70
Total nonaccrual 1oans.........ccovvvevirvcic e 4,436 1,489 466 739 444
. Total of nonperforming loans....................... 4,436 1,489 466 739 444
| Other nonperforming assets ... 268 1,012 - 28 ' -
‘ Total nonperforming assets .........coccoovveeerenenn. h 4,704 2,501 466 767 444 )
|
Percentage of total assets ........coceiveveeiececcneeeene 0.75 % 049 % 0.12 % 0.24 % 0.19%
+
, Percentage of nonperforming loans and
: aSSets to gross 10ans .. v 0.92% 0.62% 0.14 % 0.27 % 0.21%
Allowance for loan losses to gross loans .............. 1.13 % 1.23 % 1.33 % 1.33% 1.30 %
Net charge-offs to average loans...........coceevvvenne 0.27 % 032% 0.07 % 0.12% 0.10%

At December 31, 2007 and December 31, 2006, the allowance for 1oan losses was $5.8 million and $4.9 million,
respectively, or 1.13% and 1.23% of outstanding loans, respectively. During the years ended December 31, 2007 and
2006, our net charged-off loans were $1.3 million and $1.2 million, respectively.

At December 31, 2007, the allowance for loan losses represented 1.3 times the amount of non-performing loans,
compared to 3.3 times and 9.6 times at December 31, 2006 and 2005, respectively. The coverage level of the allowance
at December 31, 2007 decreased from the coverage level at December 31, 2006 due to an increase in non-performing
loans. A significant portion, or 97.3%, of nonperforming loans at December 31, 2007 are secured by real estate. We have

evaluated the underlying collateral on these loans and determined that the collateral on these loans is sufficient to
minimize future losses.

The increase. in nonperforming loans at December 31, 2007 compared to December 31, 2006 is represented
primarily by two commercial real estate loans with a combined carrying value of $4.1 million. We incurred a write-down
of §1.1 million on one of these loans during the year ended December 31, 2007, which represented 83.0% of total charge-
offs year-to-date. Based on the collateral value of the second loan no loss is presently anticipated.

At December 31, 2007, nonaccrual loans represented 0.71% of total assets. At December 31, 2007 and
December 31, 2006, we had $4.4 and $1.5 miltion of loans, respectively, on nonaccrual status. Generally, a loan is placed
on nonacerual status when it becomes 90 days past due as to principal or interest, or when we believe, after considering
economic and business conditions and collection efforts, that the borrower’s financial condition is such that collection of
the loan is doubtful. A payment of interest on a loan that is classified as nonaccrual is recognized as a reduction in
principal when received.

The amount of foregone interest income on the nonaccrual loans for the years ended December 31, 2007 and

2006 was.approximately $170,000 and $46,000, respectively. The amount of interest income recorded in 2007 for loans
that were on nonaccrual at December 31, 2007 was approximately $209,000, and was approximately $90,000 in 2006.
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As of December 31, 2007, we were not aware of any potential problem loans that were not already categorized
as nonaccrual, past due, restructured, or impaired that had borrower credit problems causing us to have serious doubt as to
the ability of the borrower to comply with the present loan repayment terms. :

Deposi!s and Other Interest-Bearing Liabilities

- Qur primary source of funds for loans and investments is our deposits; advances from the FHLB, and structured .
repurchase agreements. National and local market trends over the past several years suggest that consumers have moved
an increasing percentage of discretionary savings funds into investments such as annuities, stocks, and fixed income
mutual funds. Accordingly, it has become more difficult to attract deposits. We have chosen to obtain a portion of our
certificates of deposits from areas outside of our market. The depaosits obtained outside of our market area generally have
lower rates than rates being offered for certificates of deposits in our local market. We also utilize out-of-market deposits
in certain instances to obtain longer term deposits than are readily available in our local market. The amount of out-of-
market deposits was $155.3 million at December 31, 2007 and $91.3 at December 31, 2006.

We generally obtain out-of-market time deposits of $100,000 or more through brokers with whom we maintain
ongoing relationships. We have adopted guidelines regarding our use' of brokered CDs that limit our brokered CDs to
50% of total deposits and dictate that our current interest rate risk profile determines the terms. In addition, we do not
obtain time deposits of $100,000 or more through the Internet. These guidelines allow us to take advantage of the
attractive terms that whelesale funding can offer while mitigating the inherent related risk.

We anticipate being able to either renew or replace these out-of-market deposits when they mature, although we
may not be able to replace them with deposits with the same terms or rates. Our loan-to-deposit ratio was 123%, 116%,
and 133% at December 31, 2007, 2006, and 2005, respectively.

The following table shows the average balance amounts and the average rates pa:d on deposits held by us for the
years ended December 31, 2007, 2006 and 2006.

2007 2006 .2005
‘Amount  Rate Amount  Rate Amount  Rate
) - : ) (Dollars in thousands) '
Noninterest bearing demand deposits...... $ 30,665 -% 8 26281 -% 8 19,083 - %
Interest bearing demand deposits ............ '34,338 1.66% 35,048  1.85% 28,153 1.39%
Money market accounts ...........eceecceennne 86,290 3.57% "79,323  3.46% 47,527 195%
Savings acCounts ........cccovveevervrenerminineas 1,593 0.69% 1,364 0.45% _ 1,288  0.37%
_Time deposits less than $100,000 ........... : 45591  5.01% 35,957 4.55% 25291 3.36%
Time deposits greater than $100 060 ... 189,514 5.19% 127,922 4.77% 104,444  3.70%
Total deposits ......cceevveeeeere e $ 387991 4.06% $ 305893 3.64% $ 225786 2.67%

Core deposits, which excludé time deposits of $100,000 or more and wholesale time deposits, provide a
relatively stable funding source for our loan portfolio and other earning assets. Our core deposits were $196.0 million,
$197.7 miltion, and $125.9 million at.December 31, 2007, 2006, and 2003, respectively.

All of our time deposits are certificates of deposits. The maturity distribution of our time deposits of $100,000 -
or more at December 31, 2007 and 2006 is as follows:

2007 2006
‘ ) (Dollars in thousands)
Three mONths OF LESS...omeeieeerreereeeeereerreveresrenens $ 56923 % 25,399
Over three through SIX MONAS (v : 82,102 49,831
Over six through twelve months......o.oovovveeeveenn. 61,165 39,874
Over twelve months........cceeeevecicniivcnicennes 16,610 32,772
TOLAD oo $ 216300 § 147,876 '
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Capital Resources - : ' ‘

i Total shareholders’ equity was $38.3 million at December 31, 2007 and $34.6 million at December 31, 2006.
) The $3.7 million increase between 2007 and 2006 primarily resulted from $3.4 million of net income carmed durmg 2007.

| The following table shows the return on average assets (net income dmded by average total assets), return on
L average equity (net income divided by average equity), and equity to assets ratio {average equity divided by average total
assets) for the three years ended December 31, 2007. Since our inception, we have not paid cash dividends.

j | » . 2007 2006 2005

Return on average assets.................. 0.60% 0.85% 0.70%
' Return on average equity....; ............. 9.40% 11.95% 8.44%
l " Equity to assets ratio................ i 6.35% 7.15% - 836%

! Qur return on average assets was 0.60% for the year ended December 31, 2007 and 0.85% and 0.70% for the years
y ended December 31, 2006 and 2005, respectively. In addition, our return on average equity was 9.40% for the year ended
December 31, 2007, and 11.95% and 8.44% for the same periods in 2006 and 2005, respectively. The lower returns for
the year ended December 31, 2007 relate to lower net income and higher average assets compared to 2006. The decrease

u in the equity to assets ratio from December 31, 2006 is a function of the $117.5 million increase in average assets
compared to the $3.9 million increase in average equity.

| Under the capital adequacy guidelines, regulatory capital is classified into two tiers. These guidelines require an
, institution to maintain a certain level of Tier 1 and Tier 2 capatal to risk-weighted assets. Tier | capital consists of
‘ commen shareholders’ equity, excluding the unrealized gain or loss on securities available for sale, minus certain
\ intangible assets. In determining the amount of risk-weighted assets, all assets, including certain off-balance sheet assets,

are multiplied by a risk-weight factor of 0% to 100% based on the risks believed to be inherent in the type of asset. Tier 2
capital consists of Tier | capital plus the general reserve for loan losses, subject to certain limitations. We are also
| required to maintain capital at a minimum level based on total average assets, which is known as the Tier 1 leverage ratio.

At both the holding company and bank level, we are subject to various regulatory capital requirements
administered by the federal banking agencies. To be considered “‘adequately capitalized” under these capital guidelines,
‘ we must maintain a minimum total risk-based capital of 8%, with at least 4% being Tier | capital. In addition, we must

maintain a minimum Tier | leverage ratio of at least 4%. To be considered “well-capitalized,” we must maintain total
risk-based capital of at least 10%, Tier 1 capital of at least 6%, and a leverage ratio of at least 5%.

2006, and 2005. For all periods, the bank was considered “well capitalized” and the holding company met or exceeded its

! The following table sets forth the holding company’s and the bank’s various capital ratios at December 31, 2007,
i applicable regulatory capital requirements.

2007 2006 2005
Holding , ~ Holding Holding
! Company Bank Company Bank Company Bank
1 Total risk-based capital .......... 11.1 % 12.4 % 13.1% 12.3 % 14.9 % 13.7%
Tier 1 risk-based capital ......... 10.0 % 11.3% 11.9 % 11.1% 13.6% 124 %
' Leverage capital ....cooeeeceneeeee. 83% 9.5% 94 % ° 8.7 % 11.6 % 10.5%

| Short-Term Borrowings

At December 31, 2005, we had $14.7 million of short-term borrowings in the form of securities sold under
agreement to repurchase at an average rate of 4.32%. During 2005, securitics sold under agreement to repurchase

| averaged $16.7 million, with $18.9 million being the maximum amount outstanding at any month-end. The average rate
: paid in 2005 was 3.35%.

l Effect of Inflation and Changing Prices

The effect of relative purchasing power over time due to inflation has not been taken into account in our
consolidated financial statements, Rather, our financial statements have been prepared on an historical cost basis in
accordance with generally accepted accounting principles.
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Unlike most industrial companies, our assets and liabilities are primarily monetary in nature. Therefore, the
effect of changes in interest rates will have a more significant impact on our performance than will the effect of changing
prices and inflation in general. In addition, interest rates may generally increase as the rate of inflation increases,
although not necessarily in the same magni‘ru'de As discussed previously, we seek to manage the relationships between
interest sensitive assets and liabilitics in order to protect against wide rate fluctuations, mcludmg ‘those resulting from
inflation.

* f . n Lo

Off-Balance Sheet Risk

Commitments to extend credit are agreements to lend to a client as long as the client has not violated any
material condition established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may requlre the payment of a fee. At December 31, 2007, unfunded commitments to extend credit were
$104.5 million, of which approximately $65.0 million was at fixed rates and $39.5 million was at variable rates, A
significant portion of the unfunded commitments related to consumer equity lines of credit. Based on historical
experience, we anticipate that a significant portion of these lines of credit will not be funded.  We evaluate each client’s
credit worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by us upon extension
of credit, is based on our credit evaluation of the borrower. The type of collateral varies but may include accounts
reccivable, inventory, property, plant and equipment, and commercial and residential real estate.

At December 31, 2007, there was-a $2.8 million commiitrnent under letters of credit. The credit risk and
collateral involved in issuing letters of credit is essential]y the same as that involved in extending loan facilities to clients.
Since most of the letters- of credit are expected to expire without bemg drawn upon, they do not necessarily represent
future cash requ1rements

. Except as dlsclosed in this document, we are not involved in off-balance sheet contractual relationships,
unconsolidated related entities that have off-balance sheet arrangements or transactions that could result in liquidity needs
or other commitments that significantly impact earnings. -

Market Risk , . .
Market risk is the risk of loss from adverse changes in market prices and rates, which principally arises ‘from
interest rate risk inherent in our lending, investing, deposit gathering, and borrowing activities. Other types of market

risks, such as foreign currency exchange rate risk and commodity price risk, do not generally arise in the normal course of
our busmess

We actively monitor and manage our interest rate risk exposure principally by measuring our interest sensitivity

“gap,” which is the positive or negative dollar difference between assets and, liabilities that are subject to interest rate
repricing within a given period of time. Interest, rate sensitivity can be manag,ed by repricing assets or liabilities, selling
securities available for sale, replacing an asset or liability at mamnty, or adjusting the interest rate during the life of an
asset or liability. Managing the amount of assets and liabilities repricing in this same time interval helps to hedge the risk
and minimize the impact on net interest income of rising or fallmg interest rates. We generally would benefit from
increasing market rates of interest when we have an asset-sensitive gap.position and generatlly would benefit from
decreasing market rates of interest when we are liability-sensitive.

We were liability sensitive during the later half of the year ended December 31, 2006 and through the ehd of
2007. Our variable rate loans and a majority of our deposits reprice over a 12-month period. Approximately 39% and
49% of our loans were variable rate loans at December 31, 2007 and 2006, respectively. The ratio of cumulative gap to
total earning assets after 12 months was (33.9%) because $200.9 miltion more liabilities will reprice in a 12 month period
than assets. However, our gap analysis is not a precise indicator of our interest sensitivity position. The anatysis
presents only a static view of the timing of maturities and repricing opportunities, without taking into consideration that
changes in interest rates do not affect all assets and liabilities equally. For example, rates paid on a substantial portion of
core deposits may change contractually within a relatively short time frame, but those rates are viewed by us as
significantly less interest-sensitive than market-based rates such as those paid on noncore deposits. Net interest income
may be affected by other significant factors in a given interest rate environment, including changes in the votume and mix
of interest-earning assets and interest-bearing liabilities. '
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Liquidity and Interest Rate Sensitivity

Liquidity represents the ability of a company to convert assets into cash or cash equivalents without significant
loss, and the ability to raise additional funds by increasing liabilities. Liquidity management involves monitoring our
sources and uses of funds in order to meet our day-to-day cash flow requirements while maximizing profits. Liquidity
management 15 made more complicated because different balance sheet componenis are subject to varying degrees of
management control. For example, the timing of maturities of our investment portfolio is fairty predictable and subject to
a high degree of control at the time investment decisions are made. However, net deposit inflows and outflows are far
less predictable and are not subject to the same degree of control.

At December 31, 2007 and 2006, our liquid assets amounted to $17.0 million and $16.6 million, or 2.7% and
3.3% of total assets, respectively. Our investment securities at December 31, 2007 and 2006 amounted to $87.5 miltion
and $74.3 million, or 13.9%. and 14.6% of total assets, respectively. Investment securities traditionally provide a
secondary source of liquidity since they can be converted into cash in a timely manner. However, a substantive portion of

these securities are pledged against outstanding debt. Therefore, the related debt would need 10 be repaid prior to the
securities being sold in order for these securities to be converted to cash,

Our ability to maintain and expand our deposit base and borrowing capabilities serves as our primary source of
liquidity. We plan to meet our future cash needs through the liquidation of temporary investments, the generation of
deposits, and from additional borrowings. We maintain four federal funds purchased lines of credit with correspondent
banks totaling $43.8 million for which there were no borrowings against the lines at December 31, 2007. We are also a
member of the Federal Home Loan Bank of Atlanta, from which applications for borrowings can be made for leverage
purposes. The FHLB requires that securities, qualifying mortgage loans, and stock of the FHLB owned by the bank be
pledged to secure any advances from the FHLB. The unused borrowing capacity currently available from the FHLEB at
December 31, 2007 was $3.4 million, based on the bank’s $7.2 million investment in FHLB stock, as well as qualifying

mortgages available to secure any future borrowings. The company also has a $15.0 million revolving line of credit with
another bank for which $7.0 million was unused at December 31, 2007.

We signed a ten-year, five-month lease on our new headquarters and main office. The lease provides for a

substantial reduction in the rent rate for the first five months of the lease and prov1des for annual lease rate escalations
based on cost of living adjustments.

We believe that our existing stable base of core deposits, borrowings from the FHLB, short-term repurchase
agreements, and proceeds we received from our secondary offering will enable us to successfully meet our long-term
liquidity needs. . .

Asset/liability management is the process by which we'monitor and control the mix and maturities of our assets
and liabilitiés. The essential purposes of assev‘liablhty management are to ensure adcquate liquidity and to maintain an
appropriate balance between interest sensitive assets and labilities in order to minimize potentially adverse impacts on
earnings from changes in market interest rates. Qur asset/liability management committee (“ALCO") monitors and
considers methods of managing exposure to interest rate risk. We have both an internal ALCO consisting of senior
management that meets at various times during each month and a board ALCO that meets monthly. The ALCOs are

responsible for maintaining the level of interest rate sensitivity of our interest sensitive assets and liabilities within board-
approved limits.




The following table sets forth information regarding our rate sensitivity, as of December 31, 2007, at each of the
time intervals. The information in the table may not be indicative of our rate sensitivity position at other points in time.
In addition, the maturity distribution indicated in the table may differ from the contractual maturities of the carning assets
and interest-bearing liabilities presenied due to consideration of prepayment speeds under vartous interest rate change
scenarios in the application of the interest rate sensitivity methods described above.

Within After three but After one but After
three within twelve within five five
months months years years Total
) (Dollars in thousands)
Interest-carning assets:
Federal funds sold........ccoovevie. $ 9,257 § -8 - % -3 - 9,257
Investment securities...........cce....... 2,875 19,042 27,984 28,928 78,829
LOAMS ..o 204,533 49411 202,907 47,351 504,202
Total earning assets .......ccvververecrernreerenns $ 216,665 $ 68,453 $ 230,891 § 76,279 $ 592 288
Interest-bearing liabilities:
Money market and NOW ............... 3 118273 % -3 -3 - 8 118,273
Regular savings.... . 1,692 - - - - 1,692
Time deposits............... 82,554 160,578 18,126 - 261,258
FHLB advances and rclated debt 95,520 14,000 39,000 10,000 158,520
Junior subordinated debentures...... 13,403 - - - 13,403
Total interest-bearing liabilities............. g 311,442 % 174,578 § 57,126 §  , 10,000 % 553,146
T e S ' 94,777) & (106,125) § 173,791 § 66,279
Cumulative Gap......oovvvereeiinneiennn (94,77T) (200,902) * (27,137 39,142
Ratio of cumulative gap to total '
CATTINE ASSELS.1uiveiiienit et v e ’ (16.0%)" (33.9%) (4.6%) 6.6%

Contractual Obligations

We utilize a variety of short-term and long-term borrowings to supplement our supply of lendable funds, 1o assist
in meeting deposit withdrawal requirements, and to fund growth of interest- eaming assets tn excess of traditional deposit
growth Certificates of deposit, repurchase agreements, FHLB advances, and j _|umor subordinate debentures serve as our

primary sources of such funds.

Obligations under noncancelable operating lease agreements are payable over several years with the longest
obligation expiring in 2025. We do not féel that any existing noncancelable operating lease agreements are likely to
materially impact the company’s financial condition or results of operations in an adverse way. Contractual obligations
relative to these agreements are noted in the table below, Option periods that we have not yet exercised are not included
in this analysis as they do-not represent contractual obligations until exercised.

The following table provides payments due by period for obligations under long-term borrowings and operating

lease obhgatlons as of December 31, 2007.

Payments Due by Period

Over One Over Two Over Three After
Within to Two to Three to Five Five
One Year Years Years Years Years Tatal
{Dollars in thousands)

Certificates of deposit.................. $ 243,158 § 10,693 § 3,756 § 3,651 § - § 261,258
FHLB advances and related debt ... 109,520 17,000 2,000 20,000 10,000 158,520
Junior subordinated debentures ..... - - - 13,403 13,403
Operating lease obligations............ 1,051 1,030 652 1,340 4,139 8.212
g $ 353,729 $ 28723 § 6,408 $ 24991, $ 27,542 $ 441,393
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Accounting, Reporting, and Regulatory Matters

The following is a summary of recent authoritative pronouncements that could impact the 'accounting, reporting,
and / or disclosure of financial information by the company.

In July 2006, the FASB issucd FASB Interpretation No. 48 (“FIN 487), “Accounting for Uncertainty in Income Taxes”
(“FIN 48”). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in enterprises’ financial statements
in accordance with FASB Statement No. 109, “Accounting for Income Taxes.” FIN 48 prescribes a recognition threshold
and measurement attributable for the financial statement recognition and measurement of a tax position taken or expected
to be taken in a tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosures and transitions. The Company’s adoption of FIN 48 during the year did not
have an impact on its financial position, results of operations or cash flows.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements." SFAS No. 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures
about fair value measurements. This standard does not require any new fair value measurements, but rather eliminates
inconsistencies found in various prior pronouncements. SFAS 157 is effective for the Company on January 1, 2008 and is
not expected to have a significant impact on the Company’s financial statements.

In September, 2006, The FASB ratified the consensuses reached by the FASB’s Emerging Issues Task Force (“EITF”)
relating to EITF 06-4 “Accounting for the Deferred Compensation and Postretirement Benefit Aspects of Endorsement
Split-Dollar Life Insurance Arrangements™. EITF 06-4 addresses employer accounting for endorsement split-doliar life
insurance arrangements that provide a benefit to an employee that extends to postretirement periods should recognize a
liability for future benefits in accordance with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other
Than Pensions”™, or Accouiiting Principles Board (“APB”) Opinion No. 12, “Omnibus Opinion—1967". EITF 06-4 is
effective for fiscal years beginning after December 15, 2007. Entities should recognize the effects of applying this Issue
through cither (a) a change in accounting principle through a cumulative-effect adjustment to retained earnings or to other
components of equity or net assets in the statement of financial position as of the beginning of the year of adoption or (b)
a change in accounting principle through retrospective application to all prior periods. The Company’s split dollar life
insurance arrangements that provide a benefit to current employees, do not extend to any post retirement periods.

Accordingly, the company does not anticipate that EITF 06-4 will impact its financial position, results of operations or
cash flows.

In September 2006, the FASB ratified the consensus reached on EITF 06-5, “Accounting for Purchases of Life
Insurance—Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4,
Accounting for Purchases of Life Insurance™ (“EITF 06-5). EI[TF 06-5 states that a policyholder should consider any
additional amounts included in the contractual terms of the insurance policy other than the cash surrender value in
determining the amount that could be realized under the insurance contract. EITF 06-5 also states that a policyholder
should determine the amount that could be realized under the life. insurance contract assuming the surrender of an
individual-life by individual-life policy {or certificate by certificate in a group policy). EITF 06-5 is effective for the
Company on January 1, 2008. The Company does not believe the adoption of EITF 06-5 will have a significant impact
on its financial position, results of operations or cash flows.

In March 2007, the FASB ratified the consensus reached on EITF 06-10, “Accounting for Collateral Assignment Split-
Dollar Life Insurance Arrangements” (“EITF 06-10"). The postretirement aspect of this EITF is substantially similar to
EITF 06-4 discussed above and requires that an employer recogmze a liability for the postretlrement benefit related to a
collateral assignment split-dollar life insurance arrangement in accordance with either SFAS No. 106 or APB Opinion
No. 12, as appropriate, if the employer has agreed to maintain a life insurance policy during the employee's retirement or
provide the employee with a death benefit based on the substantive agreement with the employee. In addition, a
consensus was reached that an employer should recognize and measure an asset based on the nature and substance of the
collateral assignment split-dollar life insurance arrangement. EITF 06-10 is effective for the Company on January 1,

2008. The Company does not believe the adoptlon of EITF 06-10 will have a significant impact on its financial position,

results of operations or cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities
— Including an amendment of FASB Statement No. 115.” This statement permits, but does not require, entities to measure
many financial instruments at fair value. The objective is to provide entities with an opportunity to mitigate volatility in
reported earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accounting provisions. Entities electing this option will apply it when the entity first recognizes an eligible instrument and
will report unrealized gains and losses on such instruments in current earnings.  This statement 1) applies to all entities,
2) specifies certain election dates, 3) can be applied on an instrument-by-instrument basis with some exceptions, 4) is




irrevocable and 5) applies only to entire instruments. One exception is demand deposit liabilities which are explicitly
excluded as qualifying for fair value. With respect to SFAS No., 115, available-for-sale and held-to-maturity securities at
the effective date are eligible for the fair value option at that date, If the fair value option is elected for those securities at
the effective date, cumulative unrealized gains and losses at that date shall be included in the cumulative-effect
adjustment and thereafter, such securities will be accounted for as trading securities. SFAS No. 159 is effective for the
Company on January 1, 2008. Earlier adoption is permitted in 2007 if the Company also elects to apply the provisions of
SFAS No. 157, “Fair Valuc Measurement.” The Company does not currently anticipate electing the fair value option
provided under SFAS No. 159.

In June 2007, the FASB ratified the consensus reached by the EITF with respect to EITF 06-11, “Accounting for Income
Tax Benefits of Dividends on Share-Based Payment Awards™ (“EITF 06-11""). Under EITF 06-11, a realized income tax
benefit from dividends or dividend equivalents that are charged to retained earnings and are paid to employees for equity-
classified nonvested equity shares, nonvested equity share units and outstanding equity share options should be
recognized as an increase in additional paid-in capital. This EITF is to be applied prospectively to the income tax benefits
that result from dividends on equity-classified employee share-based payment awards that are declared beginning in 2008,
and interim periods within those fiscal years. Early application is permitted. The Company does not believe the adoption
of EITF 06-11 witl have a significant impact on its financial position, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” (“SFAS No. 141(R)"} which replaces
SFAS No. 141. SFAS No. 141(R) establishes principles and requirements for how an acquirer in a business combination
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any
controlling interest; recognizes and measures goodwill acquired in the business combination or a gain from a bargain
purchase; and determines what information to disclose to enable users of the financial statements to evaluate the nature
and financial effects of the business combination. SFAS No. 141(R) is effective for acquisitions by the Company taking
place on or after January 1, 2009. Early adoption is prohibited. Accordingly, a calendar year-end company is required to
record and disclose business combinations following existing accounting guidance until January 1, 2009. The Company
will assess the impact of SFAS No. 141(R) if and when a future acquisition occurs.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are
not expected to have a significant impact on the Company’s financial position, results of operations and cash flows.

Item_.7A. Quaatitative and Qualitative Disclosures about Market Risk

See ltem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations — Market
Risk and Liquidity and Interest Rate Sensitivity.

[tem 8. Financial Statements and Suppfementary Data
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

December 31,
. 2007 2006
Assets L
Cash and due from banks ... e S 7,714,494 b 9,112,675
Federal funds SOLd ..ot ettt s rne s e nnees 9,256,679 7,466,458
Investment securities available fOr Sale......vvvivoriie vt ririre e crerneerrereseees 64,010,163 50,199,513
Investment securities held to maturity-

(fair value $14,572 918 and 316,576,673) oo 14,819,092 17,044,531
Other investments, at cost 8,677,682 7,060,100
N7 IR 1 Y= SO OO v 503,098,382 397,233,829
Property and equiPMENL, NEL .o e 5,390,724 6,450,854
Accrued interest reCeiVable ... e 3,324,361 2,381,336
Other real estate OWNE ... ...oioi it e e eren e e e b ae e e e anraas 267,733 1,012,030
Bank owned 1ife IMSUMANCE .............o.uoioeeceieeeeeeeeeeeteeeee e eeeee e seeees s eeen s eenenes 8,907,402 8,142,947
Deferred INCOME LAXES 1ovvviiiiireieieviarircrsserierarisssressessrssrsessenstarsnsrnrissresessessarensrassssessrns 2,002,604 1,907,966
ORET ASSELS . oveereeriirriiiiiee s b e aesirte s ens e assaetaessesare s e tsansesrenrsesaesarseren s entnsaanssransssansarnas 659,545 1,331,712

TOtal BSSELS....eniriecicrc et B 028,128,861 $ 509,343,951
Liabilities _
Deposits ............ s et eeet e e e e et enteet e e e e eeentete et et ee e e eteereeanseaes 8 412,820,468 $ 345,504,076
Official checks outstandmg 818,885 ' 4,131,107
Federal Home Loan Bank advances and related debt ......oooveivvvoni oo 158,520,000 108,500,000
Junior subordinated debenUTEs.........coocooei et crs s s r st rr e s 13,403,000 13,403,000
Accrued interest payable ..o e 2,739,270 2,278,154
Accounts payable and accrued EXPenSes..... .o vt e s 1,549,465 944,168
Total HABIHTIES 1.vvveerceiesenienen e seseesrrsneseesee st se et ee ettt sre e enen 589,851,088 474,760,505
Commitments and contingencies — Note 12
Shareholders’ equity
Preferred stock, par value $.01 per share, 10,000,000 shares :
authorized, N0 Shares ISSUEA ...vviovvviiirer e st et ee e et e e be e ren e e s ee e eeeeas - -
Common stock, par value $.01 per share,
authorized, 10,000,000 shares, issued and outstanding 2,946,456 and
2,933,868 at December 31, 2007 and 2006, respectively ..., 29,465 29,339
Nonvested restricted STOCK .ot rscere e rrrnres e s trare s s rne s senne s srssssnnns (40,556) -
Additional paid-in capital 31,033,558 30,846,538
Accumulated other comprehensive income (l08S).......c.voveicnmieninnne s, 95,830 (16,465)
REtQINEE @AIMINES ..o eeee et ettt e e e ebs e e e b e bss st sa b 7,159,476 3,724,034
~ Total shareholders’ EQuIty ..o e s 38,277,773 34,583,446
Total liabilities and shareholders’ 8qUItY ... ooveoeereeeeieee e 3 628,128,861 $ 509,343,951

See notes to consolidated financial statements that are an integral part of these consolidated statements.
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« SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
wv - CONSOLIDATED STATEMENTS OF INCOME . ¢ -

A

UL AL T (VR TR VIR .7V W' gr-tie years ended December 31,
2007 2006 2005
Interest income s SEARL - :
LOANS ... oo st T L M e § 3461 1,771 '§ 27,629,556 $ 19,930,728
Investment securities ......... DO VU SRS T 4,367,635 - 7 - 2,826,007 1,634,403
Federal funds sold.............covevininnic, e 540,385 473,362 104, 414
Total iNLEreSt INCOME..eevresrrerreereeerresenes e et 39519791 30,928,925 21,669,545
Interest expense ' o .
DIEPOSILS 1.ttt st e e st e et et et e s 15,771,329 11,139,822 6,036,043
‘ BOITOWINES ..o e ee e e ens s seeaeeeee s e rsre s 7,009,472 5,439,587 3,548,820
Total iNTErest EXPEMSE.. oo catiatenenreresesaes e esaas s anane 22,780,801 16,579,409' 9,584 863
Net interest income... 16,738,950 14,349,516 12,084,682
Provision for loan Iosses o 2 050,000 1,650,000. 1,000,000
Net interest income after provision for loan 10SSES.ceveeeeeraeeiarenine, 14,688,990 112,699,516 - 11,084,682
Noninterest-income

| L0AN FE€ IMCOIME oo oottt eee e eeeeeeeeeeeerase st eeee e eenseeeeseaaeaaseas 173,139 123,756 169,876
Service fees on deposit ACCOUNES .......o.pvvureeriiieeeen s enerenis 430,583 259,296 251,644
Other real estate owned aCtIVILY .oovivieiiecennvese e 27,657 (165,627)' -
Income from bank owned life INSUTANCE......ooooevveeeeeee e 374,383 142,947 -

| OLhET INCOTIE .. .cve ettt e ee s sttt s s vab s e e s tmssreeenneaenn 256,490, 219,123 404,261

‘ Total NONIALETESt INCOME. ........\.coreereereeeeseeseesossraseerenrerseen 1,262,252 579,495 . 825,781

Noninterest expenses o .

‘ Compensation and benefits..........coorccmmeriiicriccnssernersnsniens _ 6,019,277 4,398,106 3,340,402
Professional fees..............cooeurreriurivrenrenons 573,009 - 384,926 303,986
Marketing .....cocveeeeiieieccc e 498,844 390,377, 377,093
INSUIANICE 1.eeveieiveiiesisses s saeeeeen e s snsvesre s e esbessessestesbssresrssrmebesbaessents 450,245 183,139 . 152,761
OCCUPANCY ... cveeviietteeraeeee s eres s sb e e e s e sea ss e on e sentassne s s 1,433,371 663,139 799,267
Data processing and related Costs.. 1,170,777 854,084 ° 919, 379
Telephone ... - 135,818 o " 82,066 55 972
Impairment of long lived assets......... . o - e - 1,500,000
Other....... PP SV P rvereeeeasaereretserararnrreereraan 593,443 395,471 406,520

Total noninterest eXpenses .........eeveveveeees e 10,874,784 7,351,308 . 7,855,380
Income before income tax expense .........ooceceeeeeeeenreviennin, 5,076,458 . 5,927,703 - 4,055,083
INCOME 1AX EXPENSE.cneecneeverirtsssirstrsnenneesessassorsens iiretssersesasassessaseranenn 1,641,016 2,026,509 1,540,931
Net income . $ 3435442 S 3900794 § 2,514,152
N ) ' P
Earnings per common share L ; .
Basic (1} oo bt e et ta ettt aasaataas e e T enranrensaaes o $ 117  § 133 3 .86
DHIUIEA (1} vttt ceres s st e e e et et s bttt e e 3 1.06 3 1.20 § - 78
Weighted average common shares outstanding
BaSiC (1) correiieciiiiit st 2,942,369 2,931,640 2,922 403
Diluted (1) v cerssseser st et 3,234,145 3,238,329 13,223,405

(1) The 2005 pcnod has.been restated for the stock dividend dlstnbuted August 14, 2006.-
¢ nro R P T B
See notes to consuhdated financial statements that are an integral part of these consohdated sta.tements
. e ‘

J ' P T L LA ’ Vel o '
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY .
CONSOLIDATED STATEMENTS OF SHAREHOILDERS’ EQUITY
AND COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

i
|
|
|
|
|

Accumuiated Total
Nonvested  Additional other . share-
Common stock . restricted paid-in comprehensive  Retained holders’
Shares Amount stock capital income(loss) Earnings equity
Dlecember 31, 2004 ..coeremeeererrnerrenes 2,647,994 §% l 26480 % - § 25,546,259 § 49989 3 2,455,860 % 28,078,588
NFI INCOMIE «.veveeeveeiere e esineceesrer e b - - - - . 2,514,152 2,514,152
Comprehensive income, net of tax - ' .

Unrealized holding loss on _ )

Isecurities available for sale...... Jo - - - - (200,591) - {200,591)
Cl)mprehensive INCOME......covirernnnnne - - - - - - 2,313,561
Proceeds from exercise of stock - _

options and Warrants ...........c..cceenee 11,725 117 - 80,481 - - 80,598
Décember 31, 2005 .oeeemeieeciecenrenns 2,659,719 § "26,597 $ - % 25626740 § (150,602) § 4,970,012 § 30,472,747

I
NE1INCOME ..o renree s - - - - - 3,900,794 3,900,794

| .
Camprehensive income, net of tax -
nrealized holding gain on . '
ecurities available for sale ........... - - - - 134,137 - 134,137
Comprehensive income.................... v - - - - - 4,034,931
Prdceeds from exercise of stock
options and warrants ..........cceeens 7,500 75 - 49,645 - - 49,720
Stock dividend (10%), net of cash in '

Iielu of fractional shares............c...... 266,649 2,667 - 5,143,659 - (5,146,772) (446)
Compensation expense related to-

stock options, net of tax ...cceeeeiinn - - - 1,141 - - 1,141
Tax benefit related to exercise of

StACK OPHONS .....oeoeeeeererereerreseenne - - - 25353 - - . 25353
Declember 31, 2000 wvvrisriarinsissssassonss 2933868 5 29339 §% - § 30,846,538 § (16,465) § 3,724,034 § 34,583,446
NELHINCOME ....oiovieeierviensevrcsresienine e - - - - - 3,435,442 3,435,442
Con&prehen’sive income, net of tax’- S

Unrealized holding gain on B

securities available for sale ........... - - - - ' 112,295 - 112,295

| \ . _—

Comprehensive inCome. ... - - - - - - 3,547,737
Procteds from exercise of stock . . . . '

options and warrants .........ccccoeeeee. 10,088 101 - 62,786 - - 62,887
lssudlnce of restricted stock ............... 2,500 25 (54,975) 54,050 - - ' -
Amortization of deferred '

con‘i‘pensation on restricted stock ... - - 13,519 . - - - 13,519
Compensation expense related to o

Stock OpLioNS ..o . - - - 18,856 - - 18,856
Tax Benefit related to exercise of ‘

stock options ... - - - - 51,328 - - 51,328
Decell'nber 31, 2007 cuercriiierisrisassosses 2,946,456 $ 29465 5 (40,556) $ 31,033,558 $ 7,159,476 $ 38,277,773

]
i
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| See notes to consolidated financial statements that are an integral part of these consolidated statements.




SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS-.

Operating activities . ] .
Net income . . e
Adjustments to reconcﬂe net income to cash prov1ded by ,
(used for) operating activities:
Provision for loan tosses, ., et
Depreciation and other arnomzanon
Impairment of long lived assets

Write-down of real estate OWnNE ... et e

+Loss (gain) on sale of real estate 0Wned ......ccooovieiinii e T

Gain on sale of property held for sale...
‘Gain on sale of property and equlpment

‘Accretion and amortization of securities dlscounts and premlums net .......

) "Compensation expense telated to stock options and restricted stock grants

[ncrease in cash surrenider value of bank owned kife insurance ............ccoocovrrecnnns

Increase in deferred tax asset...
Increase in other assets, net .,
Increase (decrease) in other llablhucs net

Net cash provided by (used for) operatmg activities..

Investmg activities .
Increase {(decrease) in cash reahzed from:
Ongmanon of loans, net ..
Purchase of property and eqmpment
Proceeds from salc of property and equlpment
Purchase of i investment securltles

Available for sale

Held to maturity....
Other 1nvestments -
Payment and maturity of 1nvestment securltles
.Available for sale...
Held to maturity....
Other mvestmems
Purchase of life insurance pollcles e
Proceeds from sale of property held for sale
‘Proceeds from sale of real estate acquired in sctt]emem of loans

Net cash used for INVESHING ACHVIEES e.e.eeoesie v vr s

Financing activities
Increase in deposits, net..

Increase (decrease) in federal funds purchased and repurchase agreements........;.........

Proceeds from the issuance of junior subordinated debentures ..
Increase in Federal Home Loan Bank advances..
Proceeds from the exercise of stock options and warrants
Cash in lieu of fractional shares...

. Net cash provided by ﬁnancing ACHIVIEIES 1ieeeeeereeesirece st e

4 Net increase (decrease) in cash and cash equivalents ........oooveoveerrresvesiona.

Cash and éash equivalents, beginning of year

Cash and cash équivaléhis, 'end of year

Supplemental information
Cash paid for

8y 1 - SO O SO R TTUSTU

[ncome taxes.,
Schedule of non-cash transactions -
.Transfer of property and equipment to property held for sale ..
++ Foreclosure of real estate..
Unreallzed (gain) loss on securities, net of income taxes

- For the years ended December 31,

~ 2007 2006 2005

$ 3435442 $ 3900794 $ 2,514,152
2,050,000 1,650,000 1,000,000
482,717 348,679 260,009
. - 1,500,000

- 50,000 - -

, 193,618 (1,065) .-
©(319,291) - -
. - (17,889) -
83,713 100,019 127,724
32,375 L4 .- -

(374,383) (142,947)

(94,638) (173,536) (754, 428]
- {270,858) (1,488,117) (366,771)
(2,296,663) (5,754,740) 10,289,618
2,974,032 (1,577,661} 14,370,304
(107,914,553)  (67,194,287)  (58,410,292)
(1,388,118) (1,229,762) (5.322,896)

- 25,000 -
(23:102,121) ' (44,333,554) (1,292,018)
e : - (10,258,021)
(3,282,582) (5,567,200) (5,241,250)
9,456,734 5,548,167 1,777,884
2,188,940 2,256,200 3,982,907
1,665,000 3,982,500 3,629,700
(390,072)  (8,000,000) : -
2,284,822 - -
500,679 1,340,269 28.000
(119,981,271) _ (113,172,667) __ (71,105,986)
67,316,392 91,356,035 49,283,899
S - (14,680,000) 1,580,001
. , - 7,217,000

50,020,000 29,000,000 18,840,000
62,887 49,720 80,598

- (446) -

. 117,399,279 105,725,309 77,001,498
392,040 (9,025.019) - 20,265,816

© 16,579,133 25,604,152 5,338,336
w $ 16971173 § 16,579,133 S 25,604,152
$ 22319685 § 15811,890 § 8,694,242
$ 1,781,011 §. 2225869 § 2,192,025
$ 1965531 § . - 3 -
$ - .8 2351234, § . -
$  (112295) $  (134,137) §$ - 200,591

See notes to consolidated financial statements that are an integral part of these consolidated statements.
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SOUTHERN FIRST BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES

Southern First Bancshares, Inc. (the “Company”) is a South Carolina corporation that owns all of the capital
stock of Southern First Bank, N.A. (the “Bank™) and all of the stock of Greenville First Statutory Trust I and II
(collectively (the “Trusts™)). On July 2, 2007, the Company and Bank changed their names to Southern First Bancshares,
Inc. and Southern First Bank, N.A., respectively. The Bank is a national bank organized under the laws of the United
States located in Greenville County, South Carolina. The Bank is primarily engaged in the business of accepting demand
deposits and savings deposits insured by the Federal Deposit Insurance Corporation, and providing commercial, consumer
and mortgage loans to the general public. The bank owns all of the capital stock of JB Properties. This subsidiary is for
the purpose of owning real estate acquired in loan foreclosures. The Trusts are special purpose subsidiaries organized for
the sole purpose of issuing trust preferred securities.

. On October 26, 1999, the Company sold 1,100,000 shares of its common stock at $10 per share and on
November 30, 1999 sold 50,000 additional shares for a total of 1,150,000 shares (1,897,493 after adjustment of 3 for 2
stock split and subsequent stock dividend). The offering raised approximately $10.6 million, net of underwriting
discounts, commissions and offering expenses.

On June 26, 2003, Trust 1'offered and sold $6.0 million of floating rate securities. The Company received the
proceeds from the issuance of these securities and has reflected the cbligation rcsultmg from the receipt of the proceeds as
junior subordinate debentures in the balance sheets. The Company invested $186,000 in the Trust

On November 17, 2003, shareholders of record as of November 3, 2003, received one additional share of stock
for every two shares of stock owned prior to the 3 for 2 stock split. All fractional shares were paid in cash. On June 20,
2006, the company’s Board of Directors approved a 10 percent stock dividend to the company’s shareholders. The record
date was July 24, 2006 and the distribution date was August 14, 2006. All fractional shares were paid in cash. Earnings
per share and average shares outstanding have been adjusted to refkct the subsequent stock dividend for all periods
shown.

On September 24, 2004, the Company sold 800,000 shares of its common stock and on October 15, 2004 sold
120,000 additional shares for a total of 920,000 shares (1,012,000 after adjustment for subsequent stock dividend). All
shares were sold at $17.875 per share. The offering raised approximately $14.9 million, net of underwrmng discounts,
commissions and offering expenses.

On December 22, 20035, Trust Il offered and sold $7.0 million of floating rate securities. The Company received
the proceeds from the issuance of these securities and has reflected the obligation resulting from the receipt of the
proceeds as junior subordinate debentures in the balance sheets. The Company invested $217,000 in the Trust.

The followmg is a description of the more significant accounting and reporting policies that lhe Company
follows in preparing and presenting consolidated financial statements.

Basis of presentation

' The accompanying consolidated financial statements include the accounts of the Company and its wholly ownéd
subsidiary, Southern First Bank, N.A. In consolidation, all significant intercompany transactions have been eliminated.
The accounting and reporting policies conform to accounting principles generally accepted in the United States of
"America. In accordance with guidance issued by the Financial Accounting Standards Board (“FASB”) in Interpretation
No. 46, the operations of the Trusts have not been consolidated in these financial statements. ' '

Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assurnptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated financial
statements and the reported amount of income and expenses during the reporting periods. Actual results could differ
from those estimates. E
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NOTE | - SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES AND ACTIVITIES, Continued

Risks and uncertainties

In the normal course of its business the Company encounters two significant types of risks: economic and regulatory.
There are three main components of economic risk: interest rate risk, credit risk and market risk. The Company is
subject to interest rate risk to the degree that its interest-bearing liabilities mature or reprice at different speeds, or on
different bases, than its interest-earning assets. Credit risk is the risk of default within the Company’s loan portfolio
that results from borrowers” inability or unwillingness to make contractually required payments. Market risk reflects
changes in the value of collateral underlying loans receivable and the valuation of real estate held by the Company,

The Company is subject to the regulations of various governmental agencies. These regulations can and do change
significantly from period to period. The Company also undergoes periodic examinations by the regulatory agencies,
which may subject it to changes with respect to valuation of assets, amount of required loss allowance and operating
restrictions resulting from the régulators’ judgments based on information available to them at the time of their
examinations.

The bank makes loans to individuals and businesses in the Upstate and Midlands regions of South Carolina for various
personal and commercial purposes. The Bank’s loan portfolio has a concentration of real estate loans. As of December
31, 2007 and 2006, reat estate loans represented 81.3% and 81.4%, respectively, of total loans. However, borrowers’
ability to repay their loans is not dependent upon any specific economic sector,

Investment securities

The Company accounts for investment securitics in accordance with Statement of Financial Accounting Standards
(“SFAS™) No. 115, "Accounting for Certain Investments in Debt and Equity Securities”. The statement requires
investments in equity and debt securities to be classified into three categories:

1. Available for sale securities: These are securities that are not classified as either held to maturity or as trading
securities. These securities are reported at fair market value. Unrealized gains and losses are reported, net of
income taxes, as separate components of shareholders’ equity (accumulated other comprehensive income (loss)).

2. Held to maturity securities: These are investment securities that the Company has the ability and intent to hold until
maturity. These securities are stated at cost, adjusted for amortization of premiums and the accretion of discounts.

3. Trading securities: These are securities that are bought and held principally for the purpose of selling in the near
future. Trading securities are reported at fair market value, and related unrealized gains and losses are recognized
in the income statement. The Company has no trading securities,

]

Gains or losses on dispositions of investment securities are based on the differences between the net proceeds and the
adjusted carrying amount of the securities sold, using the specific identification method.  Premiums and discounts are
amortized or accrued into interest income by a method that approximates a level yield.

Other investments

r

The Bank, as a member institution, is required to own stock investments in the Federal Home Loan Bank of Atlanta
(“FHLB")} dnd the Federal Reserve Bank. The stock is generally pledged against any borrowings from these
institutions. No ready market exists for the stock and it has no quoted market value. However, redemption of these
stocks has historically been at par value. Other investments also include a $403,000 investment in the Trusts.

Loans, interest and fee income on loans

Loans are stated at the principal balance outstanding. Unamortized net loan fees and the allowance for possible loan
losses are deducted from total loans on the balance sheets. Interest income is recognized over the term of the loan
based on the principal amount outstanding. The net of loan origination fees received and direct costs incurred in the
origination of loans is deferred and amortized to interest income over the contractual life of the loans adjusted for aciual
principal prepayments using a method approximating the interest method. Loans are generally placed on non-accrual
status when principal or interest becomes ninety days past due, or when payment in full is not anticipated. When a loan
is placed on non-accrual status, interest accrued but not received is generally reversed against interest income. Cash
receipts on non-accrual loans are not recorded as interest income, but are used to reduce the loan’s principal balance.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES, Continued

Allowance for loan losses

The allowance for loan losses is established as losses are estimated to have occurred through .a provision for loan losses
charged to eamnings. Loan losses are charged against the allowance when management believes the uncollectibility of a
loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic
review of the collectibility of the loans in light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral and
prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.

The allowance consists of specific, general and unailocated components. The specific component relates to loans that
are classified as either doubtful or loss. Loans classified as substandard or special mention are individually evaluated
and a portion of the general reserve is allocated as appropriate. In addition, the general component covers non-
classified loans and is based on historical loss experience adjusted for qualitative factors. An unallocated component
may be maintained to cover uncertainties such as changes in the national and local economy, concentrations of credit,
expansion into new markets and other factors that could affect management’s estimate of probable losses. The
unallocated component of the allowance reflects the margin of imprecision inherent in the underlying assumptions used
in the methodologies for estimating specific and general losses in the portfolio. For loans that are also classified as
impaired, an allowance is established when the discounted cash flows {or collateral value or observable market price) of
the impaired loan is lower than the carrying value of that loan.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
loan agreement. Factors considered by management in determining impairment include payment status, collateral
value, and the probability of collecting scheduled principal and interest payments when due. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired. Management determines
the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the
circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the
borrower’s prior payment record, and the amount of the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan by loan basis for commercial and construction loans by either the present value of
expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair
value of the collateral if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the
Company does not separately identify individual consumer and residential loans for impairment disclosures, unless
such loans are the subject of a restructuring agreement. '

Non-performing assets

Non-performing assets include real estate acquired through foreclosure or deed taken in lieu of foreclosure, and loans
on non-accrual status. Loans are placed on non-accrual status when, in the opinion of management, the collection of
additional interest is questionable. Thereafter no interest is taken into income until such time as the botrower
demonstrates the ability to pay both principal and interest.

Real estate acquired in settlement of loans

Real estate acquired through foreclosure is initially recorded at the lower of cost or estimated fair value. Subsequent to
the date of acquisition, it is carried at the lower of cost or fair value, adjusted for net selling costs. Fair values of real
estate owned are reviewed regularly and writedowns are recorded when it is determined that the carrying value of real
estate exceeds the fair value less estimated costs to setl. Costs relating to the development and improvement of such
property are capitalized, whereas those costs relating to holding the property are expensed,
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES, Continued

Property held for sale
Property held for sale is included in property and equipment on the consolidated balance sheets and is stated at the
lower of cost or market. .

Property and equipment

r

Property and equipment are stated at cost. Major repairs are charged to operations, while major improvements are
capitalized. Depreciation is computed using the straight-line method over the estimated useful lives of the related
assets.” Upon retirement, sale, or other’ disposition of property and equipment, the cost and accumulated depreciation
are eliminated from the accounts, and gain or loss is included in income from operations.

Construction in progress is sta[ed at cost, which inciudes the cost of construction and other direct costs attributable to
the construction. No provision for depreciation is made on construction in progress until such time as the relevant
assels are completed and put into use.

Bank owned life insurance policies

Bank owned life insurance policies represents the cash value of policies on certain officers of the Bank.

Securities sold under agreements to répurchase

The Bank enters into sales of securities under agreements to repurchase. Repurchase agreements are treated as
financing, with the obligation to repurchase securities sold bemg reflected as a liability and the securities underlying the
agreements remaining as assets. :

Advertising and public relations expense

Advertising, promotional and other business development costs are generally expensed as incurred. External costs
incurred in producing media advertising are expensed the first time the advertising takes place. External costs relatmg
to direct mailing costs are expensed in the penod in which the direct mailings are sent.

Income taxes

The financial statements have been prepared on the accrual basis. When income and éxpenses are recognized in
different periods for financial reporting purposes versus for the purposes of computing income taxes currently payable,
deferred taxes are provided on such temporary differences. The Company accounts for income taxes in accordance
with SFAS No. 109, “Accounting for income Taxes” and FASB Interpretation No. 48 (“FIN 48”), “Accounting for
Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109.” Under SFAS No. 109 and FIN 48,
deferred tax assets and liabilities are recognized for the expected future tax consequences of events that have been
recognized in the consolidated financial statements or tax returns. Deferred tax assets and liabilities are measured using
the enacted tax rates expected-to apply to taxable income in the years in which those temporary -differences are
expected to be realized or settled. The Company believes that its income tax filing positions taken or expected to be
taken in an its tax returns will more likely than not be sustained upon audit by the taxing authorities and does not
anticipate any adjustments that will result in a material adverse impact on the Company’s financial condition, results of
operations, or cash flow. Therefore, no reserves for uncertain income tax positions have been recorded pursuant to
FIN 48, In addition, the Company did not record a cumulative effect adjustment related to the adoption of FIN 48.

Stock-based compensation

The company has a stock-based employee compensation plan. On January 1, 2006, the Company adopted the fair value
recognition provisions of SFAS [23(R), “Accounting for Stock-Based Compensation,” to account for compensation
costs under its stock option plan. The Company previously utilized the intrinsic value method under Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees (as amended)” (“APB 25). Under the
intrinsic value method prescribed by APB 25, no compensation costs were recognized for the Company’s stock options
because the option exercise price in its plans equals the market price on the date of grant. Prior to January 1, 2006, the
Company only disclosed the pro forma effects on net income and earnings per share as if the fair value recognition
provisions of SFAS No. 123(R} had been utilized. On December 20, 2005, the Board of Directors approved
accelerating the vesting of 45,813 unvested stock options effective December 28, 2005. The decision to accelerate
vesting of these options was made so as to reduce compensation expense upon the adoption of SFAS No. 123(R) by
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NOTE t - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES, Continued

approximately $68,000 and $52,000 in the years ended December 31, 2006 and 2007, respectively, and $4,000 in each
of the years ended December 31, 2008 and 2009.

In adopting SFAS No. 123(R), the Company elected to use the modified prospective method to account for the
transition from the intrinsic value method to the fair value recognition method. Under the modified prospective
method, compensation cost is recognized from the adoption date forward for all new stock options granted and for any
outstanding unvested awards as if the fair value method had been applied to those awards as of the date of grant. The
following table illustrates the effect on net income and carnings per share as if the fair value based method had been
applied to all outstanding and unvested awards in each period. Earnings per share amounts have been adjusted to
reflect the subsequent stock dividend.

For the years ended December 31,

2007 2006 2005

Net income as reported.......oooecoeveneinie i b 3,435,442 g 3,900,794 3 2,514,152
Add: Stock-based employee compensation expense included in :

reported net income, net of related tax effects... - 32,375 1,141 : -
Deduct: Total stock-based employee compensatlon expense

determined under fair value based method for all awards, net ‘

of related tax effects .o {32,375) (1,141) {199,934)
Pro forma net income including stock-based compensation cost :

based on fair-value method..........ccoocovviivciereie. § 3,435,442 $ 3,900,794 S 2,314,218
Eamings per share: '

Basic — as reported .......coveviriiiircree e cseen e 5 1.17 $ 1.33 b 0.86

Basic — pro forma........ccocooiii e 117 1.33 ' 0.79

Diluted — a5 reported ..o e -3 1.06 $ 1.20 $ - 0.78

Diluted — pro forma.............c...ce.. O SO 1.06 1.20 0.72

The fair value of the option grant is estimated on the date of grant using the Black-Scholes option-pricing model. The
following assumptions were used for grants: expected volatility of 10.00% for 2007 and 2006, and 6.76% for 2005,
risk-free interest rate of 4.60% for 2007 and 2006, and 4. 02% for 2005, 10 years expected lives of the options, and the
assumed dividend rate was zero.

Statement of cash flows

For purposes of reporting cash flows, cash and cash equivalents ar¢ defined as those amounts included in the balance
sheet captions “Cash and due from banks” and “Federal funds sold.” Cash and cash equivalents have an original
maturity of three months or less.

Reclassifications

Certain amounts, previously reported, have been reclassifiéd to state all penods on a comparable basis that had no
effect on shareholders’ equity or net income.

Earnings per common share

The following schedule reconciles the numerators and denominators of the basic and diluted earnings per share
computations for the years ended December 31, 2007, 2006 and 2005. Dilutive common shares arise from the
potentially dilutive effect of the Company’s stock options and warrants that are outstanding. The assumed conversion
of stock options and warrants can create a difference between basic and dilutive net income per common share. The
2005 number of shares and the earnings per share have been adjusted to reflect the subsequent stock dividend.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES, Continued

At December 31, 2007 and 2006, 59,750 and 10,000 options, respectively, were anti-dilutive in the calculation of
earnings per share as their exercise price exceeded the fair market value.

2007 2006 2005

Basic Earnings Per Share

Average common shares outstanding .......oocveveeeveierererenennns 2,942,369 2,931,640 2,922,403

NELINCOME. ... eeiiriiieisiernrre e e $ 3435442 $ 3,900,794 $ 2,514,152

Earnings per share........cccoiviivevesciveseveesesesse s 5 1.17 A 1.33 $ 0.86
Diluted Earnings Per Share

Average common shares outstanding ..........c..covvvinvrninirnns 2,942,369 2,931,640 2,922,403

Average dilutive common Shares.........ocoevvveeevveeiseesenens 291,776 306,689 301,002

Adjusted average common Shares...........cocvieiveevinnerernrennns 3,234,145 3,238,329 3,223,405

NELINCOME. .......ooicireirecvrierereeresrisressrvnssrensersensensesnessesenenes $ 3,435,442 $ 3,900,794 $ 2.514,152

Earnings per share...........c.oc e $ 1.06 $ 1.20 $ 0.78

Recently issued accounting prenouncements

The following is 2 summary of recent authoritative pronouncements that could impact the accounting, reporting,
and / or disclosure of financial information by the Company.

In July 2006, the FASB issued FASB Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes”
(“FIN 487). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in enterprises’ financial statements
in accordance with FASB Statement No. 109, “Accounting for Income Taxes.” FIN 48 prescribes a recognition threshold
and measurement attributable for the financial statement recognition and measurement of a tax position taken or expected
to be taken in a tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosures and transitions. The Company’s adoption of FIN 48 during the year did not
have an impact on its financial position, results of operations or cash flows.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements." SFAS No. 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures
about fair value measurements. This standard does not require any new fair value measurements, but rather eliminates
inconsistencies found in various prior pronouncements. SFAS 157 is effective for the Company on January 1, 2008 and is
not expected to have a significant impact on the Company’s financial statements.

In September, 2006, The FASB ratified the consensuses reached by the FASB’s Emerging Issues Task Force (“EITF”)
relating to EITF 06-4 “Accounting for the Deferred Compensation and Postretirement Benefit Aspects of Endorsement
Split-Doltar Life Insurance Arrangements”. EITF 06-4 addresses employer accounting for endorsement split-dollar life
insurance arrangements that provide a benefit to an employee that extends to postretirement periods should recognize a
liability for future benefits in accordance with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other
Than Pensions”, or Accounting Principles Board (“APB*) Opinion No..12, “Omnibus Opinion—1967". EITF 06-4 is
effective for fiscal years beginning afier December 15, 2007. Entities should recognize the effects of applying this Issue
through either (a) a change in accounting principle through a cumulative-effect adjustment to retained eamings or to other
components of equity or net assets in the statement of financial position as of the beginning of the year of adoption or (b)
a change in accounting principle through retrospective application to all prior periods. The Company’s split dollar life
insurance arrangements that provide a benefit to current employees, do not extend to any post retirement periods.
Accordingly, the company does not anticipate that EITF 06-4 will impact its financial position, results of operations or
cash flows.

In September 2006, the FASB ratified the consensus reached on EITF 06-3, “Accounting for Purchases of Life
Insurance—Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4,
Accounting for Purchases of Life Insurance™ (“EITF 06-5). EITF 06-5 states that a policyholder should consider any
additional amounts included in the contractual terms of the insurance policy other than the cash surrender value in
determining the amount that could be realized under the insurance contract. EITF 06-5 also states that a policyholder
should determine the amount that could be realized under the life insurance contract assuming the surrender of an
individual-life by individual-life policy (or centificate by certificate in a group policy). EITF 06-5 is effective for the

57




NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ACTIVITIES, Continued

Company on January 1, 2008. The Company does not believe the adoptlon of EITF 06-5 will have a significant impact
on its financial position, results of operations or cash flows,

In March 2007, the FASB ratified the consensus reached on EITF 06-10, “Accounting for Collateral Assignment Split-
Dollar Life Insurance Arrangements” (“EITF 06-10"). The postretirement aspect of this EITF is substantially similar to
EITF 06-4 discussed above and requires that an employer recognize a liability for the postretirement benefit related to a
collateral assignment split-dollar life insurance arrangement in accordance with either SFAS No, 106 or APB Opinion
No. 12, as appropriate, if the employer has agreed to maintain a life insurance policy during the employee's retirement or
provide the employee with a death benefit based on the substantive agreement with the employee. In addition, a
consensus was reached that an employer should recognize and measure an asset based on the nature and substance of the
collateral assignment split-dollar life insurance arrangement. EITF 06-10 is effective for the Company on January 1,
2008. The Company does not believe the adoption of EITF 06-10 will have a significant impact on its financial position,
results of operations or cash flows.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities
- Including an amendment of FASB Statement No. 115.” This statement permits, but does not require, entities to measure
many financial instruments at fair value. The objective is to provide entities with an opportunity to mitigate volatility in
reported earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accounting provisions. Entities electing this option will apply it when the entity first recognizes an eligible instrument and
will report unrealized gains and losses on such instruments in current earnings. This statement 1) applies to all entities,
2) specifies certain election dates, 3) can be applied on an instrument-by-instrument basis with some exceptions, 4) is
irrevocable and 5) applies only to entire instruments. One exception is demand deposit liabilities which are explicitly
excluded as qualifying for fair value. With respect to SFAS No. 115, available-for-sale and held-to-maturity securities at
the effective date are eligible for the fair value option at that date. If the fair value option is elected for those securities at
the effective date, cumulative unrealized gains and losses at that date shall be included in the cumulative-effect
adjustment and thereafter, such securities will be accounted for as trading securities. SFAS No. 159 is effective for the
Company on January 1, 2008. Earlier adoption is permitted in 2007 if the Company also elects to apply the provisions of
SFAS No. 157, “Fair Value Measurement.” The Company does not currently anticipate electing the fair value option
provided under SFAS No. 159,

In June 2007, the FASB ratified the consensus reached by the EITF with respect to EITF 06-11, “Accounting for income
Tax Benefits of Dividends on Share-Based Payment Awards™ (“EITF 06-117). Under EITF 06-11, a realized income tax
benefit from dividends or dividend equivalents that are charged to retained earnings and are paid to employees for equity-
classified nonvested equity shares, nonvested equity share units and outstanding equity share options should be
recognized as an increase in additional paid-in capital. This EITF is to be applied prospectively to the income tax benefits
that result from dividends on equity-classified employee share-based payment awards that are declared beginning in 2008,
and interim periods within those fiscal years. Early application is permitted. The Company does not believe the adoption
of EITF 06-11 will have a significant impact on its financial position, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” {“SFAS No. 141(R)”) which replaces
SFAS No. 141. SFAS No. 141(R) establishes principles and requirements for how an acquirer in a business combination
recognizes and measures in its financial statements the identifiabie assets acquired, the liabilities assumed, and any
controlling interest; recognizes and measures goodwill acquired in the business combination or a gain from a bargain
purchase; and determines what information to disclose to enable users of the financial statements to evaluate the nature
and financial effects of the business combination. SFAS No. 141(R) is effective for acquisitions by the Company taking
place on or after January 1, 2009. Early adoption is prohibited.” Accordingly, a calendar year-end company is required to
record and disclose business combinations following existing accounting guidance until January 1, 2009. The Company
will assess the impact of SFAS No. 141(R) if and when a future acquisition occurs.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are
not expected to have a significant impact on the Company’s financial position, results of operations and cash flows.
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NOTE 2 - RESTRICTIONS ON CASH AND DUE FROM BANKS

The Bank is required to maintain average cash reserve balances, computed by applying prescribed percentages to
its various types of deposits, either at the bank or on deposit with the Federal Reserve Bank. At December 31, 2007 and
2006, the bank had $2.2 million and $2.1 million, respectively on deposit with the Federal Reserve Bank to meet this

requirement.
1

NOTE 3 — FEDERAL FUNDS SOLD

The Bank’s cash reserves in excess of the required amounts to be held by the Federal Reserve Bank (Note 2)
may be lent to other banks on a daily basis. At December 31, 2007 and 2006, federal funds sold amounted to $9.3 million
and $7.5 million, respectively, Management limits its credit risk by placing its deposits and federal funds with
institations thar maintain high credit standards.

NOTE 4 - INVESTMENT SECURITIES

The amortized costs and fair value of investment securities available for sale and held to maturity are as follows:

. December 31, 2007

Amortized Gross Unrealized Fair
Cost Gains Losses Value '
Available for sale ‘ '
Government sponsored cnterprises ....ococooveeevvreccccncniee. & 10,991,986 § 86,081 § - $ 11,078,067
State and political subdiviSions......cocereveerenieeie e . 3,792,639 ‘ - 56,841 3,735,798
Mortgage-backed securities ........ : 47,061,138 442,934 331,774 47,172,298
Preferred S10CK ..o 2,019,204 4,796 - 2,024,000

$  63,8064967 § 533811 % 388,615 5 64,010,163

Held to maturity
Mortgage-backed securities ..., $ 14819092 § - 8 246,174 § 14,572,918

December 31, 2006

Amortized Gross Unrealized Fair :

Cost Gains Losses Value l

Available for sale _ |

Government Sponsored eNterPrises ..c.vueeeevreveiersrereees B 1,995,984 $ - $ 7,448 $ 1,988,536 :
State and political subdivisions................ 3,794,969 33 13,326 3,781,676
Mortgage—backcd SECUIIHES v ierieireeereens e e 44 477,840 191,228 239,767 44,429,301
‘ $ 50,268,793 § 191,261 § 260,541 § 50,199,513

Held to maturity .

Mortgage-backed SECUTItIEs ...ovecviiviescrcnic e, $ 17,044,531 $ .- 8 467858 § 16,576,673
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NOTE 4 - INVESTMENT SECURITIES, Continued

The amortized costs and fair values of investrment securities available for sale at December 31, 2007 and 2006,
by contractual maturity, are shown below. Expected maturities may differ from contractual maturities because issuers
have the right to prepay the obligations. ‘

December 31, 2007 December 31, 2006
Amortized Fair Amortized Fair
Cost Value Cost Value
Available for sale . ‘ .
Due after one through five years.......ccovveverviivcnns 8 528,221 $ 531,535 $ . 1.995984 S 1,988,536
Due after five through ten year........c..cc.oooivienniinnne 19,697,399 19,816,761 4,590,775 4,607,783
Due after ten YEars ....ccovcvvevirvvreresiresiesinssnssessrorsenseens 43,639,347 43,661,867 43,682,034 43,603,194

§ 63,864,967 $ 64,010,163 $ 50268793 & 50,199,513

Held to maturity
Due after five through ten year. hY 332,724 3 329,062 3 440,719 S 429,041

Dtie after ten YEars .....cuuecreereeenecreeneriereee e neesoneennens 14,486,368 14,243 856 16,603,812 16,147,632

$ 14819092 § 14572918 § 17,044,531 § 16,576,673

The tables below summarize gross unrealized losses on investment securities and the fair market value of the
related securities, aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position, at December 31, 2007 and 2006.

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
As of December 31, 2007 value losses ‘ value losses value ", losses
Available for sale
State and political
subdivisions.......ccocvoveernene $ - 3 - 3 3,735,798 $ 56,841 § 3,735,798 § 56,841
Mortgage-backed.............. 4,148,032 302,746 5,687,578 29,028 9,835,610 331,774

§ 4148032 5 302746 § 9.423.376 $ 85869 $ 13.571.408 $ 388,615

Held to maturity

Mortgage-backed............... $ - 3 - § 14,572918 § 246,174 $§ 14,572,918 $ 246,174
Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
As of December 31, 2006 . value losscs -, value losses value losses

Available for sale
Governiment sponsored

EOLEIPIISES .oov s $ 1,988,536 § 7448 % - 8 - § 198853 § 7448
State and political

subdivisions ......cocceeenne 2,134,803 13,326 - - 2,134,803 13,326
Mortgage-backed ............... 6,412,576 55,716 7425274 184,051 13,837,850 239,767

§ 10,535915 % 76,490 5 7,425,274 $ 184,051 § 17,961,189 $ 260,541

Held to maturity
Montgage-backed................ $ - § - § 16,576,673 8§ 467,858 § 16,576,673 $ 467,858

At December 31, 2007, the Company had six state and political subdivision, and nine mortgage-backed
securities in an unrealized loss position, of which 14 securities had been impaired greater than 12 months. The Company
believes, based on industry analyst reports and credit ratings that the deterioration in value is attributed to changes in
market interest rates and not in the credit quality of the issuer and therefore, these losses are not considered other-than-
temporary. The Company has the ability and intent to hold these securities until such time as the value recovers or the
securities mature,
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NOTE 4 —INVESTMENT SECURITIES, Continued

Other mvestments totaled approximately $8.7 million and $7.1 million at December 31, .2007 and 2006,
respectively. Other investments at December 31, 2007, consisted of Federal Reserve Bank stock with a cost of $1.0
million, FHEB stock with a cost of $7.2 million, and investments in the Trusts of $403,000. At December 31, 2006, the
company owned Federal Reserve Bank stock with a cost of $968,700, Federal Home Loan Bank stock with a cost of $5.7
million, and an investment in the Trusts of $403,000. All of the FHLB stock is used to collateralize advances with the
FHLB.

No investment securities were sold in 2007, 2006 or 2005. Accordingly, no gains or losses were recorded. At
December 31, 2007, $43.4 million of securities were pledged to the FHLB as collateral for cutstanding borrowings. In
addition, approximately $2.8 million was pledged to secure deposits. At December 31, 2007, $14.2 million of securities
were pledged as collateral for repurchase agreements from brokers.

Management limits its credit risk by gencrally investing its portfolio principally in obligations of the United

States, its agencies or its corporations and general obligation municipal securities. Included in the investment portfolio at

. December 31, 2007, are mortgage-backed securities issued by the Federal National Mortgage Association and the Federal
Home Loan Mortgage Corporation totating $37.6 mitlion and $16.2 million, respectively.

NOTE 5 - LOANS

The Company makes loans to individuals and small businesses for various personal and commercial purposes
primarily in the Upstate and Midlands regions of South Carolina. The Company’s loan portfolio is not concentrated in
loans to any single borrower or a relatively small number of borrowers. The Company focuses its lending activities
primarily on the professional market in Greenville, including doctors, dentists, and small business owners. The principal
component of the loan portfolio is loans secured by real estate mortgages which account for 81.3% of total loans at .
December 31, 2007. Commercial loans comprise 72.5% of total real estate loans and consumer loans account for 27.5%.
Commercial loans are further categorized into owner occupied which represents 22.4% of total loans and non-owner
occupied of 29.0%. Commercial construction loans represent only 7.6% of the total loan portfolio.

In addition to monitoring potential concentrations of loans to particular borrowers or groups of borrowers,
industries and geographic regions, Management monitors exposure to credit risk from concentrations of lending products
and practices such as loans that subject borrowers to substantial payment increases (e.g. principal deferral periods, loans
with initial interest-only pertods, ctc.), and loans with high loan-to-value ratios. As of December 31, 2007, approximately
$57.3 million, or 11.3% of our leans had loan-to-value ratios which exceeded regulatory supervisory limits, of which 71
loans totaling approximately $16.6 million had loan-to-value ratios of 100% or more. Additionally, there are industry
practices that could subject the Company to increased credit risk should economic conditions change over the course of a
loan’s life. For example, the Company makes variable rate loans and fixed rate principal-amortizing loans with maturities
prior to the loan being fully paid (i.e. balloon payment loans). The various types of loans are individually underwritten
and monitored to manage the associated risks.
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NOTE 5 - LOANS, Continued

The composition of net loans by major loan categories is as follows:

. December 31,

2007 2006
Real estate:
Commercial
OWNEL OCCUPIED L.ov v cetvnner e s s es b st s st $ 114,167,660 $ 77,668,271
Non-owner 0CCUPied. ..o 147,478,611 126,007,968
O] Tl 1 41141 £ T o T OO TSR UUPTUSUPORR 38,463,845 20,466,078
: : 300,110,116 224,142,317
Consumer: ’
ReSIdEntial ........coviiviiniiieiiimie e 59,814,952 59,186,972
Home equity ' 46,806,014 35,986,034
Construction 7,153,508 8,258,829
113,774,474 103,431,835
Total real state LOANS ........oovivivieeeeciiiri et sne e e aaeeaes 413,884,590° 327,574,152
Commercial BUSINESS ....o..coi i ceeserceee st e s ee e e e s e rrreerresrnseres 86,863,443 65,890,649
CONSUMET-ORET ..ottt st te b b s s ab s s b b bs s bsns s atsnaastasansns 9,051,025 9,524,297
Deferred origination fees, net .......... S SO SOV PIUOI0 (949,368) (806,007)
GTOSS LOAMS ..o e et et 508,849,690 402,183,091
Less allowance for 10an 10SSES .........o..voreeeieeeieereeeeeeeeeeree e, ST (5,751,308) (4,949,262)
LLOANS, MEL..oeeeeeeeceeee et ee e eat s ems et sttt e st $ 503,098,382 5 397,233,829

At December 31, 2007 and 2006, there was $4-4 million and $1.6 million, respectively of loans classified as non-
accruing loans. Foregone interest income on the non-accrual loans in 2007 was approximately $170,000 and
approximately $46,000 in 2006. The amount of interest income recorded in 2007 for loans that were on nonaccrual at
December 31, 2007 was approximately $209,000, and was approximately $90,000 in 2006.

At December 31, 2007, approximately $i41.9 million of the Bank’s first mortgage loans were pledged as
collateral for advances from the Federal Home Loan Bank of Atlanta, as set forth in Note 9.

The composition of gross loans by rate type is as follows:

December 31,

2007 2006
Variable TALE TOANS ....ccoveeeeeeeievsies it et stiee e s sbaeessbsasessssseasanresernans $ 192,783,820 § 195,020,965
ST I =L (= (4 1 11 1Y TSR 316,065,870 207,162,126
b 508,849.690 § 402,183,091

The allowance for loan losses is available to absorb future loan charge-offs. The allowance is increased by
provisions charged to operating income and by recoveries of loans that were previously written-off. The allowance is
decreased by the aggregate loan balances, if any, that were deemed uncollectible during the year.

Activity within the allowance for loan losses account follows:

For the years ended December 31,

2007 2006 2005
Balance, beginning of Year ............ccoveviiierimcciiccccce $ 4949262 $ 4,489,597 § 3,716,645
Recoveries of loans previously charged-off ..., 47,556 115,661 63,206
Provision for 10an 105SeS ... irs e e 2,050,000 1,650,000 1,000,000
Loans charged-off. ... {1,295,510) (1,305,996) (290,254)
Balance, end of Year .......cccevirinec . $ 5751,308 $5 4949262 § 4,489,597
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NOTE 5 - LOANS, Continued

At December 31, 2007, impaired loans amounted to approximately $4.2 million for which a reserve of
approximately $303,000 was allocated in the allowance. During 2007, the average recorded investment in impaired loans
was approximately $2.7 million. At December 31, 2006, impaired loans amounted to approximately $1.2 million for
which a reserve of approximately $246,000 was allocated in the allowance. During 2006, the average recorded investment
in impaired loans was approximately $807,000.

NOTE 6 - PROPERTY AND EQUIPMENT

Property and équipment are stated at cost less accumulated depreciation. Components of property and
equipment included in the consolidated balance sheets are as follows:

. December 31,
2007 2006
LA ottt e et e e et e r et e aseabe st errerebesaeseas $ 1,099,459 $ 1,099,459
BUIIIIES . vcvccveeeeee vttt b s e s e b e e be b e ab b smae et ssenarsenetas 1,613,177 3,648,550
Leaschold ImprovEmMENtS........ovvivieieeeeceieiee e vts it eensassesemeeseeeteeete e bessrasnrssaeesneesneeaneenen 1,095,207 -
Furniture and QUIPITIEIIT.............corieiini it e e e s bs vt tbes e e esneeeee et g ers et s esseaeerenes 2,262,309 1,351,716
SOTIWATE......covvv1v1vsvsssmsessb iR bR 323,696 306,174
CONSIUCHION M1 PIOCESS ...oneeeeiiurrrerersearaersenseessesareeressesesssssessessesessesssrrsessasassessesessessese C 459,831 1,095,034
6,853,679 7,500,933
Accumulated dePreCiation ..........cccoceeoovrieiie i eierressas st esta st sreestarssasnensbeses (1,462,955) (1,050,079)
Total property and eqUIPTENT...............covvveeeveeseeemereeenere N S $ 5,390,724 $ 6,450,854

At December 31, 2007, construction in process is related to costs incurred on property and construction for
future branch office sites: At December 31, 2006, construction in process is related to costs incurred to upfit the
company’s new main office and headquarter building. - o

Depreciation and amortization expense for the 'years ended December 31, 2007, 2006 and 2005 was $482,717,
$348,679 and $260,009, respectively. Depreciation is charged to operations utilizing a straight-line method over the
estimated useful lives of the assets. The estimated useful lives for the principal items follow:

Type of Asset e Life in Years

Software............... ettt e e 3

Furniture and equipment................cecees . s eeeeesr e S5to7

Leasehold improvements. ... 5to 15

Bulldings......covniii e ikt saeras - 40
NOTE 7 - DEPOSITS

The following is a detail of the deposit accounts:

December 31,

2007 2006
NON-IALETESE BEALINE ..ottt se s sa st sbe b s $ 31,597973 § 30,878,769
Interest bearing:
NOW accounts .......ocoevevernnn. reeeeeeevnenn et ieer i eteveesenirrrrrrr e s bbb abataeresiran 37,802,434 34,311,644
Money MAarket ACCOUNTS ... . .eoeeieiecieie et cesseee e st e sar e eee e ereas 80,470,302 83,226,342
SAVIIIES 1ottt sttt n e st s b rers s s s st nn e e 1,691,618 1,544,448
Time, less than $100,000 ..o et ebe e 44 458,268 47,666,785
Time, $100,000 ANA OVET.....cte it st e e e eee e ss e sar e resamsonas 216,799,873 147,876,088
TOtal dEPOSILS.....ccoiririirrrnrererer s et sa bbb s smrnreraren $ 412820468 § 345,504,076
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NOTE 7 - DEPOSITS, Continued

At December 31, 2007 and 2006, the bank had approximately $155.3 million and $91.3 million of time deposits
that were obtained outside of the bank’s primary market. Interest expense on time deposits greater than $100,000 was
$9.8 million and $6.1 million in the years ended December 31, 2007 and 2006, respectively.

At December 31, 2007 the scheduled maturities of certificates of deposit are as follows:

2008 ..ot e s $ 243,158,158
2009 et et e et sneenretaratb e saraeas 10,693,189
20RO ettt e ettt rreen e raas 3,756,165
1) 3 A U UUSOUU O U ER RSSO 3,439,235
2012 and after oo 211,394

$ 261,258,141

NOTE 8 —SHORT-TERM REPURCHASE AGREEMENTS

At December 31, 2007 and 2006, the bank had no securities under agreements to repurchase with brokers on a
short-term basis. During 2006, agreements to repurchase averaged $8.4 million, with $14.4 million being the maximum
amount outstanding at any month-end. The average rate paid in 2006 was 4.92%.

NOTE 9 -FEDERAL HOME LOAN BANK ADVANCES AND RELATED DEBT

At December 31, 2007, the bank had $158.5 million in FHLB advances and related debt. Of the $158.5 million,
FHLB advances represented $138.5 million, securities sold under structured agreements to repurchase represented $12.0
million, and $8.0 millien was outstanding under a revolving line of credit.

The FHLB advances are secured with approximately $141.9 million of first mortgage loans and $7.2 million of
stock in the FHLB. Listed below is a summary of the terms and maturities of the advances:

Amount Rate Maturity Repricing Date
‘3 10,000,000 4.62 % February 12, 2008  Daily
15,000,600 4.68 % April 22,2019 January 22, 2008
7,500,600 4.38 % February 13,2017  February 13, 2008
7,500,000 4.27 % May 10,2012 February 11, 2008
20,000,000 4.69 % September 7,2011  March 7, 2008
9,000,000 4.499% July 11,2017 April 11, 2008
5,000,000 4.25% July 24,2017 April 24, 2008
10,000,000 4.42 % May 10, 2012 May 10, 2008

5,000,000 407 % October 11,2016  January 11, 2008
5,000,000 3.36 % January 30,2013 January 30, 2008
10,000,000 447% February 17,2019 February 17,2009
7,500,000 4.39 % May 12, 2014 May 12, 2009
7,000,000 4.21 % May 14,2014 May 14, 2009
20,000,000  4.58% May 5, 2010 -

$ 138,500,000

At December 31, 2007 the bank had sold two securities under structured agreements to repurchase with brokers,
The first repurchase agreement for $10.0 million has a rate of 3.63% and matures on September 18, 2017. The buyer has
an option to call the agreement on a quarterly basis. The second repurchase agreement for $2.0 million has a rate of
3.65% and matures on December 17, 2017. The buyer has an option to call the agreement on December 17, 2010 and
quarterly thereafter. These agreements were secured with approximately $14.2 million of investment securities.
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_NOTE 9 -FEDERAL HOME LOAN BANK ADVANCES AND RELATED DEBT, Continued

The Company had a $15.0 million revolving line of credit with another bank for which $8.0 million was
outstanding at December 31, 2007, The line of credit matures on December 28, 2012 and bears interest at prime less
1.25%, which at December 31, 2007 was 6.00%. The Company has pledged all of the stock of the Bank as collateral for
this line of credit. The line of credit agreement contains various covenants related to net income and asset quality. As of
December 31, 2007, the Company believes it was in compliance with all covenants,

At December 31, 2006 the bank had $108.5 million of advances from the FHLB. These advances are secured
with approximately $123.8 miilion of first mortgage loans and $5.7 million of stock in the FHLB.  Listed below is a
summary of the terms and maturities of the advances:

Repriéing Date
January 15, 2007

Amount  ..Rate , Maturity
5,000,000 5.49 % October 15, 2007
15,000,000 4.99% April 22, 2019 January 22, 2007
10,000,000 4.83 % Apnl 25,2012 January 25, 2007
7,500,000 322 % PFebruary 10,2015  February 12, 2007

2 $

20,000,000 4.93 % September 7,2011  March 7, 2007
5,000,000 4.53 % April 22,2013 - April 23, 2007
5,000,000 4.07% October t1, 2016 October 11, 2007
- 9,000,000 *4.03 % October 11, 2016 October 11, 2007
- 5,000,000 ©  3.36 % January 30,2013 January 30, 2008
- 7,000,000 421 % May 14, 2014 May 14, 2009
20,000,000 . 4.58% May 35,2010 -

$ 108,500,000

NOTE 10 - JUN[OR SUBORDINATED DEBENTURES . -

On June 26, 2003, Greenville First Statutory Trust I, (a non-consolidated subsidiary) issued $6.0 million floating
rate trust preferred securities with a maturity of June 26, 2033. The rate is adjusted quarterly and was 7.96% at December
31, 2007. In accordance with the revised FIN 46, the Trust has not been consolidated in these financial statements. The
Company received from the Trust the $6.0 million proceeds from the issuance of the securities and the $186,000 initial
proceeds from the capital investment in the Trust, and accordingly has shown the funds due to the Trust as $6.2 million
Junior subordinated debentures. The debenture issuance cost, net of accumulated amortization, totaled $99,000 at
December 31, 2007 and is included in other assets on the consolidated balance sheet. Amortization of debt issuance costs
totaled $18,000 for each of the years ended December 31, 2007, 2006 and 2003, respectively, and are included in
borrowings interest expense.

On December 22, 2005, Greenville First Statutory Trust II, (a non-consolidated subsidiary) issued $7.0 million
tloating rate trust preferred securities with a maturity of December 22, 2035. The rate is adjusted quarterly and was
6.27% at December 31, 2007. In accordance with the revised FIN 46, the Trust has not been consolidated in these
financial statements. The Company received from the Trust the $7.0 million proceeds from the issuance of the securities
and the $217,000 initial proceeds from the capital investment in the Trust, and accordingly has shown the funds due to the
Trust as $7.2 million junior subordinated debentures, :

The current regulatory rules allow certain amounts of junior subordinated debentures to be included in the
calculation of regulatory capital.
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NOTE 11 - UNUSED LINES OF CREDIT

At December 31, 2007, the Bank had four unused lines of credit to purchase federal funds that totaled $43.8
million. The lines of credit are available on a one to seven day basis for general corporate purposes of the Bank. The
lender has reserved the right to withdraw the line at their option. The Bank has an additional line of credit with the
Federal Home Loan Bank to borrow funds, subject to a pledge of qualified collateral. The Bank has collateral that would
support approximately $3.4 million in additional borrowings at December 31, 2007.

The Company has a $15.0 million revolving line of credit with another bank for which $7.0 million was unused
at December 31, 2007. The line of credit matures on December 28, 2012 and bears interest at prime less 1.25%, which at
December 31, 2007 was 6.00%. The proceeds of the line of credit will be used for working capital and general corporate
purposes as well as to increase the capital investment in the Company’s wholly-owned bank. The Company has pledged
all of the stock of the Bank as collateral for this line of credit. The line of credit agreement contains various covenants
related to net income and asset quality. As of December 31, 2007, the Company believes it was in compliance with all
covenants.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

The Company has entered into a three year employment agreement with its chief executive officer and a two
vear employment agreement with its president and three executive vice presidents. These agreements include a) an
incentive program, b) a stock option plan, c) a one-year non-compete agreement upon termination and d) a severance
payment equal to one year of compensation. The total estimated aggregate commitment is approximately $882,000.

The Company has entered inio an agreement with a data processor with a remaining term of three years to
provide ATM services, item processing and general ledger processing. Components of this contract include monthly
charges of approximately $32,000.

At December 31, 2007, the Company occupied land and banking office space under leases expiring on various
dates through 2028. The estimated future minimum lease payments under these noncancelable operating leases are

summarized as follows:

For the years ended December 31,

2008 .. § 1,051,239
2009 ... e 1,030,405
2000 e 652,079
C200 b e 663,348
2002 e 677,049
Thereafter ...oooovvieieeeiicceee e 4,138,373

$ 8,212,493

The Bank has commitments related to the cost to build two new branch offices for approximately $899,000 and
$872,000. The Bank had not incurred any costs on these commitments as of December 31, 2007.

The Bank may be subject to litigation and claims in the normal course of business. As of December 3i, 2007,
management believes there is no material litigation pending.
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NOTE 13 - INCOME TAXES

The components of income tax expense for the years ended December 31, 2007, 2006 and 2005 were as follows:

) For the years ended December 31,
2007 2006 2005
Current income taxes:

2T = 1 U T OO U P U PP PP $ 1,048815 § 2,152,691 § 2,211,902
AR .1 eveveeses e ee et ettt e e ee e eeasas b b e b s e e e e nrsE e R p et r e nrnr et 176,000 211,000 199,000

_Total current tax eXPEnSe......cocvoimeiserieiarmeineecsios 1,224,815 2,363,691 2,410,902
Deferred income tax expense (benefit) and change in

VAIUALION AlLOWANCE . evveeeeeieeeeereesesnr e eerteeeeemeee e e s eissnsnsrnessmnnss : 416,201 (336,782) (869,97.1)

EACOME 13K EXPENSE vvrevverreereeerereesossenrsssreereeesreereeee. 31641016 8 2,026,909  § 1,540,931

The following is a summary of the items that caused recorded income taxes to differ from taxes computed using
the statutory tax rate: '

For the years ended December 31,

2007 2006 2005
Tax expense at statutory rate . _ $ 1,725996 § 2015419 3% 1,378,728
Effect of state INCOME tAXES.....covvieviervercenreeernes S S " 116,160 139,260 131,340
Exempt income and other............ccoovnenne e (201,140) (127,770) 30,863
TICOME LAX EXPEIISE 1o everrrresereressssrseesesssesoeresssssresee o $ 1641016 S 2,026909 $ 1,540,931

The.components of the deferred tax assets and liabilities are as follows:

December 31,

. 2007 2006
Deferred tax assets: . ’
Allowance for loan losses.............. ......... $ 1,625,427 $ 1,456,861
Net deferred 10an FEes...........c.oorreeeeemrecertuernerereasererssmsnsesecesemseeeeessissarssssssssnsares 322,785 274,042
Real estate impairment charge............. et et a e et ee b et rar e mameteb s rannaes - 510,000
Unrealized loss on securities available for sale ................. ST - 23,555
Sale,ofregl ESLALE OWIIEH .oooeeiviiivcsiiieees s ssrirrerreesseeeeeassmseensesssessmsenaraneesssarnsnrnenen 17,000 163,478
OHBEE .. e smsesseemres st et sr s esesrens e 99,028 45,650
. ‘ - 2,064,240 2,473,586
- Deferred tax liabilities: : B

Property and equipment.........c...ccooen UV O U TOTO $ 145,513 3 147,366
Unrealized gain on securities available for sale.........oveimnnn 49,367 -
(81 17 SRTTTRT OO OO S UP YT O PP SOV OO SUR PR TOTPOUPPPI 85,527 53,263
o ' 280,407 200,629
" Net deferred X ASSEL ....oovvvivreisssirsrisrere s s $ 1,783,833 $ 2,272,957

The net of current taxes payable and net deferred tax assets is included in other a$sets on the balancc sheets.

The Company has analyzed the tax positions taken or expected to be taken in its tax returns and concluded it has
no liability related to uncertain tax positions in accordance with FIN 48.
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NOTE 14 - RELATED PARTY TRANSACTIONS

Certain directors, executive officers, and companies with which they are affiliated, are clients of and have
banking transactions with the Bank in the ordinary course of business. These loans were made on substantially the same
terms, including interest rates and collateral, as those prevailing at the time for comparable arms-length transactions.

A summary of loan transactions with directors, including their affiliates and executive officers is as follows:

For the years ended December 31,

2007 : . 2006
-Balance, beginning of year ...t et e b bt e e e et $ 13,891,508 % -« 13;859.836
T 25037238 10,223,560
Less 10an PaYMENS. .....ocviriirrer et s (18,942.407) (10,191,888)
Balance, end Of YEAT ..........vecereeeorinsseso e sesssessssnsanseeessessesssssesss s $ 19,986,339 $ 13,891,508

Deposits by officers and directors and their related interests at December 31, 2007 and 2006, were $1.8 million
and $2.4 million, respectively.

The Bank purchased various signage for its Greenville and Columbia offices during 2007 from.the same vendor
used in the past for such signage. During 2007 and 2006, one ‘of the Bank’s directors acted as chairman of the board for
the respective company. The Bank paid approximately $31,000 and 336,000 to the company for the years ended
December 31, 2007 and 2006, respectively. The Bank is of the opinion that the cost of signage represents market costs
that could have been obtained in similar “arms length™ transactions, :

One of the Bank’s executive officers is a shareholder of a company which owns a local newspaper. During the
years ended December 31, 2007 and 2006, the Bank paid approximately $2,000 and $31,915,. respectively, to the
company for advertising expenses. The Bank is of the opinion that the advertising costs represent market costs that could
have been obtained in similar “arms length” transactions.

On September 20, 2005, the Bank entered into a ten year, five month lease with various renewal options on its
new main office building. The Company moved the corporate office and branch operation to the new leased space in the
first quarter of 2007. Mr. Cothran, a director of the Bank and real estate developer by occupation, assisted the bank in the
negotiation of the lease. The lessor paid Mr. Cothran a leasing agency fee of $164,414, of which $82, 207 was paid in
2005 and the remainder in 2007 when the Bank occupied the bu1ld1ng

The Bank also has a land lease with Mr. Cothran on the property for a branch office, with monthly payments of
$4,804. In addition, the Bank had various consulting agreements with the director for development, administration and
advisory services related to the purchase of property and construction of current and future branch office sites. Beginning
in 2006, the Bank has alse contracted with Mr. Cothran on an annual basis to provide property management services for
each of its branch offices. The Bank paid Mr. Cothran approximately $19, 000 for these services during 2006 and $41,000
during 2007. .

- On July 28, 2006, the Bank purchased $5.0 million of bank owned life insurance from Northwestern Mutual
Insurance Company. The purchase was made through an agency that is owned by director, David Ellison. Mr. Ellison
received a commission of $60,000. At approximately the same time, the Bank purchased a $3.0 million bark owned life
insurance policy from an independent third party. The terms and conditions of both the $5.0 million and $3.0 million
insurance policies are substantially the same. Therefore, Management believes that the $5.0° mllllon policy was obtained
at a cost that was consistent with the cost in a similar “arms length” transactton

In January 2008, the Bank entered into a commitment with a company partially owned by one of the Bank’s
directors. The Bank has committed to pay the company a development fee up to $550,000 in three annual installments
related to the development and construction of the Company s regional headquarters i in Cayce, South Carolina. The Bank
paid the first installment of approxrmately $189,000 in January 2008,

The Bank is of the opinion that the lease payments and consulting fees represent market costs that could have
been obtained in similar “arms length™ transactions,
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NOTE 15 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the ordmary course of busmess and to meet the financing needs of its customers, the Company is a party to
various financial instruments with off balance sheet risk. These financial instruments, which include commitments to
extend credit and standby letters of credit, involve, to varying degrees, elements of credit and interest rate risk in excess of
the amounts recognized in thé balance shéets. The contract amount of those instruments reflects the extent of
mvolvement the Company has in partlcular classes of financial instruments.

.. The Company’s cxposure to credit loss in the event of nonpcrfomnance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit is represented by the contractual amounts of
those instruments. The Company uses the same credit policies in making commitments and conditional obligations as it
does for on-balance sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
material condition. established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require the payment of a fee. At December 31, 2007, unfunded commitments to extend credit were
approximately $104 5 million, of which $65.0 million is at fixed rates and $39.5 million is at variable rates. The
Company evaliatés "each customer’s credit-worthiness on a case-by-case basis. The amount of collateral obtained, if
deemed necessary by the Company upon extension of credit, is based on management’s credit evaluation of the borrower.
Collateral vanes but may include accounts receivable, mventory, property, plant and equipment, and commercial and
reSIdennal réal estate.

-At December 31, 2007, there was a $2.8 million commitment under letters of credit. The credit risk involved in
issuing letters of credit is essentlally the same as that involved in extending loan facilities to customers. Collateral varies
but may inctude accounts réceivable, inventory, equipment, marketable securities'and property. Since most of the letters
of ¢redit are expected to expire without bemg drawn upon, they do not necessarily represent future cash requ:rements
The fair value 6f off balance” sheét lendmg ‘commitments are based on fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the counterparties credit standing. The total

fair value of such instruments 1s not material.
. ' 1 A | . ' !

NOTE 16 - EMPLOYEE BENEFIT PLAN

On January 1, 2000, the Company, adopted the Southern First Bancshares, Inc. Profit Sharing and 401(k) Plan for
the benefit of all ehgible employees. The Plan was amended in 2006 to provide a Roth 401(k) feature to the Plan. The
Company contributes to the Plan annually upon approval by the Board of Directors. Contributions made to the Plan in
2007, 2006, and 2005 amounted to approximately $130,000, $100,000, and $75,000, respectively.

NOTE 17— WARRANTS AND STOCK OPTIONS AND GRANT PLANS

Upon. completion of the 1999 stock offering, the Company issued warrants to each of its organizers to purchase
up to an additionat 213,593 shares (adjusted for 3 for 2 stock split in 2004 and the stock dividend in 2006) of common
stock at $6.06 per sharé. These warrants vested over a three-year period, are currently exercisable, and expire on October
27, 2009. There were 204,192 warrants outstanding at . December 31, 2007 and 209,192 warrants outstanding at
December 31, 2006 and 2005. - ‘ o '

On March 21, 2000, the Company adopted a stock option plan for the benefit of the directors, officers and
employees. The Board may grant up to 436,424 options at an option price per share not less than the fair market value on
the date of grant. The options expire 10 years from the grant date. On December 20, 2005, the Company’s Board of
Directors approved accelerating all invested options granted to officers and employees effective December 28, 2005.

- . P 2
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NOTE 17 - WARRANTS AND STOCK OPTIONS AND GRANT PLANS, Continued

A summary of the status of the stock option plan and changes for the years ended December 31, are presented

below:
2007 ‘ 2006 2005
Weighted Weighted Weighted -
average  Aggregate average Aggregate average
exercise Intrinsic exercise  Intrinsic exercise
Shares price Value Shares price Value Shares price
) Outstanding at beginning of year... 270,227 § 857 268,427 § 8.1 : 277475 § 7.82
Granted... rererernemneneeesriioieeeneee 3,000 21.48 10,000 2170 2,750 . 19.28
Exerc:sed ST e 5,088 6.41 8,200 6.63 15,798 6.27
Forfeited or cxplred - - ) - - - -
Outstanding at end of year ............. 268,139 -$  8.76 3,092,305 270,227 § 8.57 3,487915 268427 § 8.01
Options exercisable at year-end ..... 262,727 3,092,305 260,227 3,487,915 268,427
Shares available for grant............... 143,199 146,199 , 156,199

The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value (the difference
between the Company's closing stock price on the last trading day of 2007 and the exercise price, multlplled by the
number of in-the-money options) that would have been received by the option holders had all option holders exercised
their options on December 31, 2007. This amount changes based on the fair market value of the Company’s stock.

.On March 21, 2006, the Company adopted a restricted stock plan for the benefit of the directors, officers and
employees. At December 31, 2007, 11,000 shares (adjusted for the stock dividend in 2006} of stock-were authorized
under the restricted stock plan, of which 8,500 shares were available to be granted. During the year ended December 31,
2007, the Company awarded 2,500 shares with a weighted average fair value of $21.63.

Shares of restricted stock granted to employees under the Restricted Stock Plan are subject to restrictions as to

continuous employment for a specified time period following the date of grant Durmg this period, the holder is entitled
1o full voting rights and dividends.

A summary of the status of the Company’s nonvested restricted stoak and changes for the year ended December
31, 2007 is as follows:

.

Weighted Average

Restricted Grant-Date

' Shares Fair Value
Nonvested at January 1, 2007 ..o - 5 -
Granted........coooviirrreeineiereees e 2,500 21.63
Vested oo e - -
Forfeited.......cccoviirmmrrmiccceemrsrecveeanens - ‘ -
Nonvested at December 31, 2007 ......... ' 2,500 S 21.63

.

NOTE 18 - COMMON STOCK AND EARNINGS PER SHARE

SFAS No. 128, “Earnings per Share” requires that the-Company present basic and diluted net earnings per
common share. The assumed conversion of stock options and warrants can create a difference between basic and diluted
net earnings per common share. The weighted average number of common shares outstanding for basic eamings was
2,942,369, 2,931,640, and 2,922,403 for 2007, 2006, and 2003, respectively. The weighted average number of common
shares assumed outstanding for diluted earnings per common share was 3,234,145, 3,238,329, and 3,223,405 in 2007,
2006, and 2005, The 2005 shares outstanding have been adjusted for the subsequent stock dividend.
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NOTE19-DIVIDENDS =+ " .74

There are no current plans to initiate payment of cash dividends and our future dividend policy will depend on
the Bank’s and the Company’s earnings, capital requirements, financial condition and othér factors considered relevant by
the Company’s Board of Directors. The Bank is restricted in its ability to pay cash dividends under the national banking
laws and regulations of the Office of the Comptroller of the Currency (“OCC”). Generally, these restrictions require the
_-Barik to pay cash dividends derived solely from net profits. Moreover, QCC prior approval is required if cash dividends
declared in any calendar year exceed,the Bank’s net profit, for that year combined with its retained net profits for, the
precedmg two yea:ls '._: , ‘ L vt

NOTE 20 - REGULATdRY MATTERS - ‘

L The Company and the Bank is subject to various regulatory capital requirements administered by’ the federal
bankmg agencies, - *Failure to meet minimum capital requirements can initiate certain mandatory and possible add1tronal
discretionary actions by regulators that, if undertaken, could have a direct material effect on "the Company and Bank’s

* financial statements Uthder capital adequacy guidelines 'and the- regulatory framework for prompt corrective action, the
" Bank' must meet specnﬂc capital- guldelmes that involve. quantitative measures of the assets, liabilities, and certain off
. balance sheet-items as calculated under regulatory ,accounting-practices. The Bank’s capital amounts and classification
are also subject to quahtatwe judgments by ‘the régulators about components risk weightings, and other factors

v, Quantltatlve measures established by regulatron to ensure capital adequacy require the Company and Bank to
i-Maintain minimum amounts and ratios (set forth in the table below) of Total and Tier 1 capital to risk-weighted assets,
and of Tier | capital o average assets. Management believes, as of December 31, 2007, that the Company and Bank
excged all well caprtahzed requtrements to whrch they are subject

Al

’

.-As of April’2; 2007, the most recent notlﬁcatton of the Office of the Comptroller of the Currency categonzed the
Bank as well capitalized under the regulatory framework for prompt corrective action. There are no conditions or events,
since that notification that management believes have changed the Bank’s catcgory. The Company’s and Bank’s actual
capi}t‘a'l amounts ang;rati‘os. ancl'rninimum regnlatory amounts and ratios are presented as follows:

RN s faoL ,' R e To be well capitalized
qoonnor Lo I oo, b For capital .under prompt corrective
- T o ) o : ‘ " adequacy purposes action provisions
' , b o . T - Actual - Minimum ; Minimum
::U 2 ‘ A "‘l _‘Amount ' Ratio Amount  Ratio Amount Ratio
a - . , . (Dollars in thousands) o o,
As of December 3] 2007 ' )
The Company . o L
Total Capital (to risk weighted assets) ..... $ 56,933 'J'I 1.1% § 41,154 © 8.0% § . 51,442 10.0%
Tier 1 Capital (to risk weighted asscts) © 51,182 -- T 100 20,577 40 30,865 6.0
w:_ Tier | Capital (to average assets) ........... « 51,182 , 83 . 24,622 4.0 30,778 5.0
The Bank e
- Total Capital (to -fisk weighted assets) ..... $ 63,987  12.4% $ 41,145 80% 3§ 51432 10.0%
"% Tier 1 Capital (to risk weighted assets)... 58,236 11.3 20,573 40 - 30,859 6.0
Tier 1 Capital (to average assets) ... 58,236 9.5 24,622 40 ... 30978 . 504
As of December 31 2006 ST
The Company
Total Capital (to risk weighted assets) ..... $ 52,550 13.1% § 32,137 8.0% % 40,171 10.0%
Tier 1 Capital (to risk weighted assets) .... 47,600 11.9 16,069 40 24,103 6.0
Tier 1 Capital (to average assets) ............. 47,600 9.4 20,364 4.0 25,455 5.0
The Bank . '
Total Capital (to risk weighted assets) ..... £ 49,223 12.3% % 31,970 0% $ 39,963 10.0%
Tier | Capital (to risk weighted assets).... . 44,273 11.1 15985 ' 4.0 23,978 6.0
Tier 1 Capital (to average assets) ............. 44273 8.7 20,364 4.0 25,455 5.0
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NOTE 21 -SELECTED CONDENSED QUARTERLY FINANCIAL DATA (UNAUDITED)

Following is a summary of operations by quarter:

2007 Quarters ended
March 31 June 30 September 30 December 31

Interest INCOME ...cveveeveeeieeecvvecenanen, R $ 8,961,085 §  9,742.411 $ 10,280,400 % 10,535,895
INETESt EXPENSE vuvvieeeieeiereiisee e e 5,177,379 5,591,967 5,857,563 6,153,892

Net Interest INCOIME ..o orrieeeeieeeersrreens 3,783,706 4,150,444 4,422 837 4,382,003
Provision for loan [08SeS....c..c.ovvimnniiiiniivennns 460,000 380,000 - 450,000 760,000
NONNLErest iNCOME ....ouovmnrierierersinisreesrenes 593,400 148,143 _ 247,445 273,264
NORINtEIest EXPETISES oovreevrrrisreereerersreseiriesnnees 2,507,533 2,819,244 2,785,336 2,762,671
Income before provision for ]

INCOME tAXES .vveevereinrrisrrissessseesrnreisssesinenns 1,409,573 1,099,343 - 1,434 946 1,132,596
Income tax eXPense oo 451,517 348,209 .. 478,384 ) 362,906

NEt INCOME covoveeceeeeeecess e aene e ene . $ 958056 - % 751,134 $ 956,562 5 769,690
Eamings per share ‘ | )

BaSIC. oot 3 A3 3 25 $ 33 $ 26

DIlUted oo $ 29 % 23 S 30 $ .24
Weighted average common shares

BAaSIC vevieeiie et 2,936,368 2,940,197 2,946,456 2,046,456

Diluted .....ooeevvrene. SOOI 3,247,726 3,240,625 .. . 3,235959 3,212,268
2006 Quarters ended

March 31 Juné 30 September 30 December 31

INTEreSt INCOME coveeviviieie st ce e $ 6,626,130 S 74973871 $ 8,134,068 $ 8,670,856
Interest eXpense .......ooveeeeeeerrevensie e T 3.266,327 3,934 985 4,440,648 4,937,449

Net Interest INCOIME ......vviveeenrrre e veseaseeens 3,359,803 3,562,886 3,693,420 3,733,407
Provision for loan losses................ SRR 400,000 400,000 400,000 450,000
Noninterest iNCOMe....cvvvvrreninees e 155,575 133,998 112,927 176,995
NONINLETESL EXPEMSES oceeeererrrrrrieaaceaesressaassrnsenes 1,789,544 1,769,398 1,854,176 1,938,190
Income before provision for

INCOIME TAXES ...oveeeeeeeeieeeeeeeeereeeertsseesanseeans 1,325,834 1,527,486 1,552,171 1,522,212
Income tax EXPENSE «ovvvervriicii e _ 483,930 557,531 532,494 452,954

NETIACOME o voieieere i taee e se s e sbecerens 3 241,904 3 969,955 $ 1019677 $ 1,069,258
Eamings per share ) .

Basic .o ereereeeeee e e $ 29 $ 33 % .35 s .36

DIHED ..o s 3 25 $ 30 % 32 $ 33
Weighted average common shares ' '

BASIC vvecrvviviieccererc it srerr e 2,927,250 2,931,723 2,933,721 2,933,868

Diluted ..oooveeeeeeceece e 3,245,837 3,236,262 3.231.605 3,239,613
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NOTE 22 -FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments” requires disclosure of fair value
information, whether or not recognized in the consolidated balance sheets, when it is practical to estimate the fair value,
SFAS No. 107 defines a financial instrument as cash, evidence of an ownership interest in an entity or contractual
obligations which require the exchange of cash or other financial instruments. Certain items are specifically excluded
from the disclosure requirements, including the Company’s common stock, premises and equipment and other assets and
liabilities.

Fair value approximates carrying value for the following financial instruments duc to the short-term nature of the
instrument: cash and due from banks, federal funds sold, federal funds purchased, securities sold under agreement to
repurchase and official checks.

Securities are valued using quoted fair market prices. Fair value for the Company’s off-balance sheet financial
instruments is based on the discounted present value of the estimated future cash flows. See Note 15 for additional
discussion related to these instruments.

Fair value for variable rate loans and borrowings that reprice frequently and for loans that mature in less than one
year is based on the carrying value. Fair value for fixed rate mortgage loans, personal loans and all other loans (primarily
commercial) maturing after one year is based on the discounied present value of the estimated future cash flows.
Discount rates used in these computations approximate the rates currently offered for similar loans of comparable terms
and credit quality. ‘ '

The cash surrender value of bank owned life insurance policies held By the Bank approximates fair values of the
policies.

Fair value for demand deposit accounts and interest-bearing accounts with no fixed maturity date is equal to the
carrying value. Certificate of deposit accounts and FHLB advances with a maturity within one year are valued at their
carrying value. The fair value of certificate of deposit accounts and FHLB advances with a maturity afier one year are
estimated by discounting cash flows from expected maturities using current interest rates on similar instruments.

The Company has used management’s best estimate of fair vatue based on the above assumptions. Thus, the fair
values presented may not be the amounts that could be realized in an immediate sale or settlement of the instrument. In
addition, any income taxes or other expenses, which would be incurred in an actual sale or settlement, are not taken nto
consideration in the fair value presented.

The estimated fair values of the Company’s financial instruments at December 31, 2007 and 2006 are as follows:

2007 2006
Carrying Fair Carrying . Fair
Amount Value Amount Value
Financial Assets: : )
Cash and due from banks .......cocovveeemeecvcecis i $ 7714494 § 7,714,494 $ 9,112,675 § 9,112,675
Federal funds s0ld .....o.oooeeireee st 9,256,679 9,256,679 7,466,458 7,466,458
Investment securities available forsale ...................... 64,010,163 64,010,163 50,199,513 50,199,513
Investment securities held to maturity ..o 14,819,092 14,572,918 17,044,531 16,576,673
Other INVESIMIEIS .1eivveee et e ven s s e 3,677,682 8,077,682 7,060,100 7.060,100
Loans, net....ccccvvvrrvereernerss e err et ba e tr et erares 503,098,382 506,344,437 397,233,829 391,139,997
Bank owned 1ife INSUTANCE .v.vvviveoes e eeeeeieeeeraeias 8,907,402 8,907,402 8,142,947 8,142,947
Financial Liabilities: -
Depdsits ....................................................................... 412,820,468 388,584,318 345,504,076 315,729,070
Official checks outstanding .......cccoccecviicrcinninninnnn 818,885 218,885 4,131,107 4,131,107
Federal Home Loan Bank advances and related debt.. 158,520,000 164,935,041 108,500,000 107,150,270
Junior subordinated debentures ...........cccovveiveiniinnnn. 13,403,000 13,403,000 13,403,000 13,403,000
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NOTE 23 - PARENT COMPANY FINANCIAL INFORMATION

Following is condensed financial information of Southem First Bancshares, [nic. {parent company only):

Condensed Balance Sheets

December 31,
2007 2006

Assets
Cash and cash eqUIVALEILS .......c...coviiirnerreeieieie e et er s -3 628,673 3 1,264,515
Investment in SUBSTAIAMIES. ........ocoooivoie ettt s e e e e s ennenen 58,734,725 44,659,808
Property and eqUIPIMENE, NET...........ooeirieimirieieie et e e e - 1,970,520
LN (L=t s LT S O OO ST PTOOP RPN 354,292 117,000

TOTAL BSSELS ... eeceirineececeataaneanenetrtasesesrestesecasnsesesrass s assastesssnnnsortsssssasassisnas $ 59,717,690 $ 48,011,843
Liabilities and Shareholders’ Equity
Accounts payable and accried eXpenSes ......ccco v vviieeeeeere et 3 16917 - § 25,397
NOES PaYabLe ...co.viiiiiee ettt b et s 8,020,000
JURHOT SUBOTANAE AEBETUUIES ovovvvvvvrsrseveeeeseceeesesaesesesssssseessssesseseeenes s sesssesseaeens 13,403,000 13,403,000
Shareholders’ equity....................... e ettt see e 38,277,773 34,583,446

Total liabilitif:s and shareholders’ equity........ccooveviiinninncs e, $ 59,717,690 $ 48,011,843

Condensed Statements of Income

For the years ended December 31,

2007 2006 2005

Revenues )
INEETESE ANCOMIG (...oitivteierecretect it ecreeear et etestetsene e eaesi ettt es e e erseneaneaeeneans $ 29,131 § 31429 § 17,393
RENTAL INCOMIE ......oivvricreieciriens it r s sss s s e sr s sbac s e s ae b e e b esabesnbesasssae e - 225,215 -
Gain on sale of property held forsale........cocociiiniiiiincece 319,291 - -

Total FEVENUL ... et rrer e cee e Dt eeaes 348,422 256,644 17,393
Expenses ‘
[NEETEST EXPEIISE ..ocvveeerrrivisreesrriatsiarsiaeererararassssssnssssinseesseesseesrerasesasasssnvanes 1,016,401 978,656 419,362
DEPIECIALION ........c.covvvvvvererriieeeeecceamsssens st resssesine e 4,989 59,864 4,988
[mpairment of Tong lived a8SeES . ..uovcorevvererein e o - - 1,500,000
e EXPENSES. ...t iceeriereeeeeerrerste e e et s e eeee et eaesarneeeeenesnee et teaeasenranes 38,305 - -

TOtal EXPENSES vveviieiitiieee ettt s st 1,059,695 1,038,520 1,924 350
INCOME 1aX DENETIL ..eovieieiic it td e e e es e s eareeereesresareen 235,421 .- -
Loss before equity in undistributed net income of subsidiaries................. {475,852) (781,876) (1,906,957)
Equity in undistributed net income of subsidiaries............ccccoccvnnnan 3.911,294 4,682,670 4,421,109

NELINCOMIE wevevveereeeeereereeeseseeeeseeeseessseeseseeeeesereseesesseeseeeseesessens $ 3435442 S 3,900,794 S 2.514,152
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NOTE 23 - PARENT COMPANY FINANCIAL INFORMATION, Centinued

Condensed Statements of Cash Flows

For the yearsr ended December 31,

2007 2006 2005
Operating activities
N IMCOMIC o vvvrervereerscreeereeceees et s eseeeeenesanessenesseeseeseenbetsea bbb bnsbsas et erbessaseassenias $ 3435442 § 3,900,794 § 2,514,152
Adjustments to reconcile net income to net cash provided by
(used foryoperating activities
Equity in undistributed net income of subsidiaries ..o (3,911,294) (4,682,670)  (4,421,109)
DePreciation. .. ... viveienerormereerereneere s s b s 4,989 59,864 4 988
Impairment of long Hved asSetS ....e.ireireireieie s ' - - 1,500,000
Gain on sale of property held for sale ... {319,291) - -
Compensation expense related to stock options and restricted stock grants. 32,375 - -
Decrease (increase) in Other aSSel8....ooo e e (237,292) 18,000 18,000
Increase (decrease} in accounts payable and accrued expenses...............o.e. (8,480) (3,019,231) 3,027,818
Net cash provided by (used for) operating activities ........ococoovnninnnnnnn (1,003,551) (3,723,243) 2,643,849
Investing activities ,
Purchase of property and equipment.................cooii i - - (3,535,374)
Proceeds from sale of property held for,sale............occoiiinnininiiinnininn, 2,284,822 - -
Investment N SUDSIAIAIIES .vvevioeeee et s e b neeaes (10,000,000) - (3,717,000)
Net cash used for investing activities ..........ooceeeeveecrierceeiveinnenenennene __(1,715,178) - (7,252,374)
Financing activities
Proceeds fTom note payable ... ... sn e e 8,020,000 - -
Proceeds from junior subordinated debentures .......oooovceenninnne, e - - 7,217,000
Cash in lieu of fractional shares...........oo.e.. retrrteerr e e e e aaeebeeenne e b e e naneeeniees - (446) -
Procecds from the exercise of stock options and warrants............ccceeeeveieeeee, 62,887 49,720 80,598
Net cash provided by financing activities.......c..covipernnninn, TR ' 8,082,887 49,274 7,297,598
Net increase (decrease) in cash and cash equivalents............occoivenes (635,842) (3,673,969} 2,689,073
Cash and cash equivalents, beginning of Year..........cimnnninie, 1,264,515 4938484 2,249.411
Cash and cash equivalents, end of YEar ... evcrirvssinrisernssnernsessasscananca $ 628,673 $1,264,515 § 4,938,484
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Southern First Bancshares, Inc. and Subsidiary
Greenville, South Carolina

We have audited the accompanying consolidated balance sheets of Southern First Bancshares, Inc.
{formerly known as Greenville First Bancshares, inc.) and Subsidiary as of December 31, 2007 and 2006, and the related
consolidated statements of income, shareholders' equity and comprehensive income, and cash flows for each of the three
years in the period ended December 31, 2007. These consolidated financial statements are the responsibility of the
Company's management. Qur responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board {United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basts, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion. :

In our opinion, the consolidated financial statements referred to above present fairly, in ali material respects,
the financial position of Southern First Bancshares, Inc. and Subsidiary as of December 31, 2007 and 2006 and the
results of their operations and their cash flows for each of the three years in the peried ended December 31, 2007, in
conformity with U.S. generaily accepted accounting principles.

We were not engaged to examine management's assertion about the effectiveness of Southern First
Bancshares, Inc. and Subsidiary’s internal control over financial reporting as of December 31, 2007 included in the

accompanying Management’s Annual Report on Internal Control Over Financial Reporting and, accordingly, we do
not express an opinion thereon,

Greenville, South Carolina
March 21, 2008
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- Item 9, Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None. oL

Item 9A. Controls and Procedures

1 . . . . e

. r 3 ) i - .

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with
the participation of our management, including our Chief Executive Officer and Chief Financial Officer, of the
effectiveness of our disclosure controls and procedures as defined in Exchange Act Rule 13a-15(¢). Based upon that
evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that our current disclosure controls
and procedures are effective as of December 31, 2006. There have been no significant changes in our internal controls
over financial reporting during the fourth fiscal quarter ended December 31, 2006 that have materially affected, or are
reasonably likely to materially affect, our internal controls over financial rep_ortmg

3 o

The design of any system of controls and procedures is- based in part upon certain assumptions about the
likelihood of future events. There can be no assurance that any design will succeed in achieving its stated goals under all
potential future conditions, regardless of how remote. . '

»

Management's Annual Report on Internal Control Over F manclal Reportmg

Management is respon51ble for estabhshmg and mamtammg adequate mtema] control over ﬁnancua! reportmg, as such
term is defined in the Exchange Act Rules 13a:1 5¢f). A system of internal coatrol over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statemnents for external purposes in accordance with generally accepted accounting pn'nc'iples.

Under the supervision and with the parttcnpatlon ‘of management, - mcludmg the principal executive officer and the
principal financial officer, the Companj’s managément has cvaluated the effectiveness of its internal ‘control over
financial reporting as of December 31, 2007 based on the criteria established in a report entitled “'Internal Control -
Integrated Framework issued by the Committee of Sponsoring Qrganizations of the Treadway Commission” and the
interpretive guidance issued by the Commission in Release No. 34-55929. Based on this evaluation, the Company’s
management has evaluated and concluded that the Company's internal control over financial reporting was effective as of
December 31, 2007. '

#

- . 0

The Company is continuously seeking to improve the efficiency and effectiveness of its operations and of its internal
controls. This results in modifications to its processes throughout the Company. However, there has been no change in its
internal control over financial reportmg that occurred during the Company’s most recent fiscal quarter that has materially
affected or is reasonably llkely to matenally affect the Company’s mtemal control over financial reporting.

This annual report does not include an attestation repott of the Company’s independent reglstered public accounting firm
regardmg internal control over financial reporting. The Company's registered public accounting firm was not required to
issue an attestation on its internal controls over financial reporting pursuant to temporary rules of the Secuntles and

Exchange Comrmssmn _
' 1

Item 9B._0thef Information

There was no information required to be disclosed by the company in a report on Form 8-K during the fourth
quarter of 2007 that was not so disclosed. ’ '

I . . i . '

77




PARTIII *

Item 10._Directors, Executive Ofﬁcers and Corporate Governance,

In response to this ltem, this information is contained in our Proxy Statement for the Annual Meeting of
Shareholders to be held on May 13 2008 and is 1ncorp0rated herein by reference

Item 11. Executive Compensation.

. In response to this Item, this information is contained in our Proxy Statement for the Annual Meeting of
Shareholders to be held on May 13, 2008 and is mcorporated herein'by reférence, '

t

Item 12. Security Ownership of Certam Beneficial Owners and Management and Related Stockholder Matters. -

In response to th1s [tem, the information required by Item 201(d) is contained in Item 5 of this report. ‘The other
information required by this item is contained in our Proxy Statement for the 'Annual Meeting of Shareholders to be heid
on May 13, 2008 and is incorporated herein by reference. '

Item 13. Certain Relationships and Related Transactions

o .o
The information is contalned n our Proxy Statement for thé Annual Meetmg of Shareholders to be held on May
13, 2008 is incorporated herein by reference.” . e :

-
"

Itemn 14. Principal Accounting Fees and Services.

In response to this Item, this information is contained in our’ Proxy Statement for the Annual Meetmg of
Shareholders to be held on May 13, 2008 and is mcorporated herem by reference.

item 15. Exhibits, Financial Statement Schedules

(a)(1) Financial Statements
The 'following consolidated financial statements are located in Item 8 of this report.

Report of Independent Registered Public Accounting Firm
Consolidated Balanee Sheets as of December 31, 2007 and 2006 .
Consolidated Statements of Income for the years ended December 31, 2007, 2006 and 2005
Consolidated Statements of Changes in Shareholders’ Equity and Comprehenswe Income for the years ended
December 31, 2007, 2006 and 2005 . . Lo
_ Consolidated Statements of Cash Flows for the years ended December 31, 2007, 2006 and 2005° ,
Notes to the Consolidated Financial Statements * |, .

(2) Fihanci.al Statement Schedules

These schedules have been omitted because they are not required, are not appllcable or have been included in
our consolidated financial statements. :

(3)  Exhibits

The following. exhibits are required to be filed with this Repbrt on Form 10-K by Item 601 of Regulation S-K.

3.1 Articles of Incorporation, as amended (incorporated by reference to Exhibit 3.1 of the Registration
Statement on Form SB-2, File No 333-83851).

32 Bylaws (incorporated by reference to Exhibit 3.2 of the Reg1strat10n Statement on Form SB-2, File No.
333-83851).
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33

34

4.1

4.2,

10.1.
10.2.
10.3

10.4

10.5
10.6
10.7
10.8
}03
10.10
10.11
10.12

10.13

Amended and Restated Bylaws dated October 17, 2007 (incorporated by reference to the Company's
Form 8-K filed January 10, 2008). '

- Amended and Restated Bylaws dated March 18, 2008.

See Exhibits 3.1 and 3.2 for provisions in Greenville First Bancshares's Articles of Incorporation and
Bylaws defining the rights of holders of the common stock (incorporated by reference to Exhibit 4.1 of

the Registration Statement on Form SB-2, File No. 333-83851).

Form of certificate of common stock (incorporated by reference to Exhibit 4.2 of the Registration
Statement on Form SB-2, File No. 333-83851). -

Employment Agreement dated July 27, 1999 between Greenville First Bancshares and Art Seaver
(incorporated by reference to Exhibit 10.1 of the Registration Statement on Form SB-2, File No. 333-
83851).*

Lease Agreement incorporated by reference between Greenville First Bank and Halton Properties, LLC,
formerty Cothran Properties, LLC (incorporated by reference to Exhibit 10.2 of Form 10-K filed on
March 28, 2000).

Data Processing Services Agreement dated June 28, 1999 between Greenville First Bancshares and the
Intercept Group (incorporated by reference to Exhibit 10.3 of the Registration Statement on Form SB-2,

File No. 333-83851).

Form of Stock Warrant Agreement (incorporated by reference to Exhibit 10.4, of the Registration
Statement on Form SB-2, File No. 333-83851).*

2000 Greenville First Bancshares, [nc, Stock Incentive Plan and Form of Option Agreement
(incorporated by reference to Exhibit 10.7 to the company’s Form 10-QSB for the period ended March
31, 2000).* . _

Employment Agreement dated Aprit |, 2004 between Greenville First Bank, N.A., Greenville First
Bancshares, Inc., and James M. Austin, 111 (incorporated by reference to Exhibit 10.1 to the company’s
Form 10-QSB for the period ended June 30, 2004).* .

Employment Agreement dated April I, 2004 between Greenville First Bank, N.AI. and Frederick
Gilmer, I (incorporated by reference to Exhibit 10.2 to the company’s Form 10-QSB for the period
ended ' June 30, 2004).* ‘

Employment Agreement dated April 1, 2004 between Greenville First Bank, N.A. and J. Edward Terrell
(incorporated by reference to Exhibit 10.3 to the company’s Form 10-QSB for the period ended June
30, 2004).* ‘ ‘

Consulting Services Agreement between Greenville First Bank, N.A. and. Cothran Properties, LLC
dated January 12, 2004 (incorporated by reference to Exhibit 10.4 to the company’s Form 10-QSB for
the period ended June 30, 2004). .

Consulting Services Agreement between Greenville First Bank, N.A. and Cothran Propertics, LLC
dated June 14, 2004 (incorporated by reference to Exhibit 10.5 to the company’s Form 10-QSB for the
period ended June 30, 2004). ’ :

Sublease Agreement between Greenville First ‘Bank, N.A. and Augusta Road Holdings, LLC dated
February 26, 2004 (incorporated by reference to Exhibit 10.6 to the company’s Form 10-QSB for the
period ended June 30, 2004). '

-Bonaventure 1 Office Lease Agreement with Greenville First Bank, N.A., dated September 20, 2005

(incorporated by reference to Exhibit 10.1 to the company’s Form 10-Q for the period ended September
30, 2005).

First Amendment to Office Lease Agreemem with Greenville First Bank, N.A., dated September 20,

2005 (incorporated by reference to Exhibit 10.2 to the company’s Form 10-Q for the period ended
September 30, 2005).

79




10.14 Employment Agreement dated November 2, 2006 between Greenville First Bank, N.A. and F. Justin
Strickland (incorporated by reference to Exhibit 10.1 to the company’s Form 8-K for the period ended
December 12, 2006).*

10.15 Loan Agreement by and between Southern First Bancshares, Inc. and The Bankers Bank, Naticnal
Association, dated December 28, 2007 (mcorporated by reference to Exhibit 10.1 to the Companys
Form 8-K ﬁled January 4, 2008). * = . ) N

10.16 .‘ ’Stock Pledge Agreement by and between Southern Flrst Bangshares, lnc and The Bankers Bank,
National Association, dated December 28, 2007 (incorporated by reference to Exhibit 10.2 to lhe
Company's Form 8-K filed January 4, 2008) * _ . .

21 Subsidiaries. ' k ‘ |

23 : Consent c;f Independent Public Accountants - . .

24 Power of Attorney (contained herein as part of the signature pages).

3L Rule l3a—']4(a) Centification of the Chief Executive Officer. |

3.2 Rule 13a-14(a) Certification of the Chief Financial Officer.

32 ~ Section 1350 Certifications, |

*  Management contract or compensatory plan or arrangement requnred 1o be filed as an Exhibit to this Annual Report
on Form 10-K.

SIGNATURES ' ,
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In accordance with Section 13 or 15(d) of the Securities Exchange Act of 11934 (the "Exchange Act"), the
registrant caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

GREENVILLE FIRST BANCSHARES, INC.

Date: March_[8, 2008 By: {s/R. Arthur Seaver, Jr.
Chief Executive Officer

. : . o :
KNOW ALL MEN BY THESE PRESENTS, that each person whose -signature appears below constitutes and
appoints R. Arthur Seaver, Jr., his true and lawful attorney-in-fact and'agent, with full power of substitution and
resubstitution, for him and in his name, place and stcad, in any and all capacities, to sign any and all amendments to thjs
Annual Report on Form 10-K, and to file the same, with all exhibits thereto, and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto attorney-in-fact and agent full power and
authority to do and perform each and every act and thing requisite or necessary to be done in and about the premises, as
fully to all intents and purposes as he might ot could do in person, hereby ratifying and confirming all that attorney-in-fact
and agent, or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

In accordance with the Exchange Act, this report has been 51gned below by the following persons on behalf of
the registrant in the capacities and on the dates indicared. - '
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Signature

/s/James M. Austin, [I1

James M. Austin, 11

/s/Andrew B. Cajka, Jr.

Andrew B. Cajka, JIr.

/s/Mark A. Cothran

Mark A. Cothran

/s/Leighton M. Cubbage

Leighton M. Cubbage

/s/David G. Ellison

David G. Ellison

/s/Anne S. Ellefson

Anne S. Ellefson

/s/Fred Gilmer_Jr.

Fred Gilmer, Jr.

/s{Tecumseh Hooper, Jr.

Tecumseh Hooper, Jr.

/s/Rudolph G. Johnstone, 111 M.D.

Rudolph G. Johnstone, 111, M.D.

/s/lames B. Orders, 11

James B. Orders, Il

fs/William B. Sturgis

William B. Sturgis

/s/R. Arthur Seaver, Jr.

R. Arthur Seaver, Jr.

-
=
5]

Chief Financial Officer,

(Principal Financial and

Accounting Qfficer)

Director

Director

Director

Director

Director

Director, Senior Vice-

President

Director

Director

Director, Chairman

Director

Director, Chief Executive Officer
(Principal Executive Officer)

g1

Date

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008

March 18, 2008




SOUTHERN FIRST BANCSHARES, INC.
100 Verdae Boulevard, Suite 100
Greenville, South Carolina 29607

Notice of Annual Meeting of Shareholders

Dear Fellow Shareholder:

We cordially invite you to attend the 2008 Annual Meeting of Shareholders of Southern First Bancshares,
Inc., the holding company for Southern First Bank. At the meeting, we will report on our performance in 2007 and
answet your questions. We are excited about our accomplishments in 2007 and look forward to discussing both our
accomplishments and our future plans with you. We hope that you can attend the meeting and look forward to
seeing you there.

This letter serves as your official notice that we will hold the meeting on May 13, 2008 at The Poinsett
Club at 807 East Washington Street, Greenville, South.Carolina at 5:00 p.m. for the following purposes:

1. To elect four members to the Board of Directors; and’

2. To transact any other business that may properly come before the meeting or any adjournment of
the meeting.

Shareholders owning our common stock at the close of business on March 24, 2008 are entitled to attend
and vote at the meeting. A complete list of these shareholders will be available at the company’s offices prior to the
meeting. If your shares are held in “street name,” you will need to obtain a proxy form from the institution that
holds your shares in order to vote at our annual meeting.

Please use this opportunity to take part in the affairs of your company by voting on the business to come
before this meeting. Even if you plan to attend the meeting, we encourage you to complete and return the enclosed
proxy to us as promptly as possible.

By order of the Board of Directors,

‘2@%&7

R. Arthur Seaver, Jr.
Chllef Executive Officer

Greenville, South Carolina
April 11, 2008




SOUTHERN FIRST BANCSHARES, INC.
100 Verdae Boulevard, Suite 100
Greenville, South Carolina 29607

Proxy Statement for Annual Meeting of
Shareholders to be Held on May 13, 2008

Our board of directors is soliciting proxies for the 2008 Annual Meeting of Shareholders. This proxy
statement contains important information for you to consider when deciding how to vote on the matters brought
before the meeting. We encourage you to read it carefully.

Yoting Information

The board set March 24, 2008 as the record date for the meeting. Shareholders owning our common stock
at the close of business on that date are entitled to vote and to attend the meeting, with each share entitled to one
vote. If you are a registered shareholder who wishes to vote at our annual meeting, you may do so by delivering
your proxy card in person at the meeting. “Street name” shareholders who wish to vote at our annual meeting will
need to obtain a proxy form from the institution that holds their shares. There were 2,974,706 shares of common
stock outstanding on the record date. A majority of the outstanding shares of common stock entitled to vote at the
meeting will constitute a quorum. We will count abstentions and broker non-votes, which are described below, in
determining whether a quorum exists,

Many of our shareholders hold their shares through a stockbroker, bank, or other nominee rather than
directly in their own name. If you hold our shares in a stock brokerage account or by a bank or other nominee, you
are considered the beneficial owner of shares held in street name, and these materials are being forwarded to you by
your broker or nominee, which is considered the shareho!der of record with respect to those shares. As the
beneficial owner, you have the right to direct your broker or nominee how to vote and are also invited to attend the
annual meeting. However, since you are not the shareholder of record, you may not vote these shares in person at
the meeting unless you obtain a signed proxy from the shareholder of record giving you the right to vote the shares,
Your broker or nominee has enclosed or provided a voting instruction card for you to use to direct your broker or
nominee how to vote these shares.

When you sign the proxy card, you appoint James B. Orders, IlI and R. Arthur Seaver, Jr. as your
representatives at the meeting. Mr. Orders and Mr, Seaver will vote your proxy as you have instructed them on the
proxy card. If you submit a proxy but do not specify how you would like it to be voted, Mr. Orders and Mr. Seaver
will vote your proxy for the election to the board of directors of all nominees listed below under “Election of
Ditectors.” We are not aware of any other matters to be considered at the meeting. However, if any other matters
come before the meeting, Mr. Orders and Mr. Seaver will vote your proxy on such matters in accordance with their
judgment.

You may revoke your proxy and changé your vote at any time before the polls close at the meeting. You
may do this by signing and delivering another proxy with a later date or by voting in person at the meeting. Brokers
who hold shares for the accounts of their clients may vote these shares either as directed by their clients or in their
own discretion if permitted by the exchange or other organization of which they are members. Proxies that brokers
do not vote on some proposals but that they do vote on others are referred to as "broker non-votes" with respect to
the proposais not voted upon. A broker non-vote does not count as a vote in favor of or against a particular proposal
for which the broker has no discretionary voting authority. In addition, if a shareholder abstains from voting on a
particular proposal, the abstention does not count as a vote in favor of or against the proposal.

We are paying for the costs of preparing and mailing the proxy materials and of reimbursing brokers and
others for their expenses of forwarding copies of the proxy materials to our shareholders. Upon written or oral
request, we will promptly deliver a separate copy of our annual report, our annual report on Form 10-K, or this
proxy statement to our shareholders at a shared address to which a single copy of the document was delivered. Our
officers and employees may assist in soliciting proxies but will not receive additional compensation for doing
so. We are distributing this proxy statement on or about April 11, 2008,




‘ Proposal No. 1: Election of Directors

The board of directors is divided into three classes with staggered terms, so that the terms of only
approximately one-third of the board members expire at each annual meeting. The current terms of the Class 11T
directors will expire at the meeting. The terms of the Class 1 directors expire at the 2009 Annual Shareholders
Mecting. The terms of the Class Il directors will expire at the 2010 Annual Shareholders Meeting. Our current
directors and their classes are: :

Class | Class [} Class 11
Mark A. Cothran Leighton M. Cubbage Andrew B. Cajka
Rudolph G. Johnstone, I1I, M.D. David G. Ellison ‘ Anne S. Ellefson
R. Arthur Seaver, Jr. “James B. Orders, 111 ~ Fred Gilmer, Jr.
: William B. Sturgis Tecumseh Hooper, Jr.

! Shareholders will elect four nominees as Class Il directors at the meeting to serve a three-year term,
expiring at the 2011 Annual Meeting of Shareholders. The directors will be elected by a plurality of the votes cast at
the meeting. This means that the four nominees recciving the highest number of votes will be elected. '

The board of directors recommends that you elect Andrew B. Cajka, Anne S. Ellefson, Fred Gilmer, Jr. and
Tecumseh Hooper, Jr. as Class 111 directors.

|

! If you submit a proxy but do not specify how you would like it to be voted, Mr. Orders and Mr. Seaver will
l vote your proxy to elect Messrs. Cajka, Gilmer, Hooper, and Mrs. Ellefson. If any of these nominees is unable or
fails to accept nomination or election (which we do not anticipate), Mr. Orders and Mr. Seaver will vote instead for
' a replacement to be recommended by the board of directors, unless you specifically instruct otherwise in the proxy.

Set forth below is certain information about the Class 11l nominees, each of whom is also a d1rect0r of our
' subsidiary, Southern First Bank:

Andrew B. Cajka, 48, Class 11l director, is the founder and president of Southern Hospitality Group, LLC, a
hotel management and development company in Greenville, South Carolina. Prior to starting his own business, Mr.
Cajka was a managing member of Hyatt Hotels Corporation from 1986 until 1998. He is a 1982 graduate of
Bowling Green State University. Mr. Cajka served on the board of directors for the Greenville Chamber of
Commerce and is past president of the downlown area council, as well as past chairman of Greenville Hospital
Foundation Board and past chairman of the Children’s Hospital. He currently serves as vice chairman of the board
for St. Joseph’s High School, as chairman of the Greenville County Research and Technology Development board,
and as a board member for the Metropolitan Arts Council, the Red Cross, and the BMW Nationwide Tournament
advisory board. He is a past chairman and present treasurer of the Greenville Convention and Visitors Bureau and
' past chairmen of the Greenville Tech Hospitality Board. Mr. Cajka has served as a board member of the Urban
League and Thomblade Board of Governors.

Anne §. Ellefson, 53, Class 111 director, is an attorney and shareholder with Haynsworth Sinkler Boyd, P.A.,
where she has practiced law since 1979. Mrs. Ellefson is a 1976 graduate of the University of South Carolina where
: she received a bachelor’s degree and a 1979 graduate of the University of South Carolina School of Law. Mrs.
! Ellefson previcusly served on advisory boards at both United Carolina Bank and BB&T. She is a past chairman of
the Greater Greenville Chamber of Commerce and the United Way of Greenville County and currently serves on the
Board of Directors and Executive Committee of the South Carolina Chamber of Commerce. She is also the past
President of the South Carolina Bar Foundation.

| Frederick “Fred” Gilmer, Jr., 72, Class Il director, is a senior vice president of our bank. He is a

seasoned banker with over 48 years of experience in the financial services industry. Mr. Gilmer was involved with
‘ the organization of Southern Bank and Trust Company and has held executive positions with two other banks in the
| Greenville area. He graduated from the University of Georgia in 1958 and the LSU Graduate School of Banking of
! the South in Baton Rouge, Louisiana in 1970. He is a graduate of Leadership Greenville and presently serves

i :



numerous organizations, including the Greenville Rotary Club, the YMCA, the United Way, and the First
Presbyterian Church. He is a past board member of Family Children Service, Goodwill Industries, Downtown Area
.Council, Greenville Little Theater, Greenville Cancer Society, South Carolina Arthritis Foundation, Freedom
Weekend Aloft, and the Greenville Chamber of Commerce, .

Tecumseh “Tee” Hooper, Jr., 60, Class Il director, is a private investor. Mr. Hooper is the chief
executive officer of General Wholesale Distributors, LLC, a Trane HVAC distributor in the state of South Carolina.
Mr. Hooper'is also chairman of the board of FGP Intémational Inc., an executive and' temporary placement’ service
company and Sign Crafters, USA, a sign manufacturing and service company. He is also a director of Peregrine
Energy, Inc., an energy management company. Mr. Hooper was the president of Modern Office Machines/ fJKON
Office Solutions in Greenville, South Carolina, from 1982 through 2001. Mr. Hooper graduated from The Citadel in
1969 with a degree in business administration, and he received a master in business administration from the
University of South Carolina in 1971. Mr. Hooper has served the community as a board member of the Greenville
Chamber of Commerce, Camp Greenville, YMCA Metropolitan, and the United Way, and as past president of the
Greenville Urban League. Mr. Hooper has also served on the board of directors for Leadership Greenville,
Leadership South Carolina, and also as chairman of Patriots Point Development Authority in Charleston. He is the
immediate past chairman of the South Carolina Department of Transportation,

Set forth below is also information about each of the company's other diréctors and each of its executive
officers. Each of the following directors is also a director of our subsidiary bank.,

James M. "Jim” Austin, III, 51, is an executive vice president and the chief financial officer of our
company and the bank. He has over 29 years of experience in the financial services industry. From 1978 1o 1983,
Mr. Austin was employed by KPMG Peat Marwick, specializing in bank audits. Mr., Austin was employed from
1983 to 1995 with American Federal Bank as controlier and senior vice president. From 1995 until 1997, Mr.
Austin was the senior vice president and chiet financial officer of Regional Management Corporation, and from
December 1997 untit June 1999, he was the director of corporate finance for HomeGold Financial, Inc. Mr. Austin
is a 1978 graduate of the University of South Carolina with degrees in both accounting and finance. He is also a
Certified Public Accountant and graduate of the University of Georgia’s Executive Management’s Savings Bank
program. In addition, he is a graduate of Leadership Greenviile. He has served on the community boards of River
Place Festival, Junior Achievement, and Pendleton Place, and he is the past president of the Financial Manager’s
Society of South Carolina and foriner board member of the Young Manager’s Division of the Community of
Financial Institutions of South Carolina. He is past chairman of the board of directors for the Center for
Development Services. He is active in the First Presbyterian Church and a current board member of the Greenville
Free Medical Clinic. Mr. Austin is the past chairman and a current member of Fidelity’s National User Group board
of directors, : . o |

Gwen G. Bridges, 46, is an executive vice president and risk management officer of our bank. She has over
18 years of banking experience. From 1984 to 1985 Ms. Bridges was employed by Emst and Young. From 1985 to
1999 she worked in the banking and financial services industry, serving in various accounting and finance roles.
Prior to joining the bank, she was Vice President and Treasurer of Regional Management Corporation. Ms. Bridges
is a 1984 graduate of Clemson University with a bachelor’s degree in Accounting. She has also completed the
South Carolina Bankers School. She currently serves on the Women in Banking Commiittee of the United Way.

Mark A. Cothran, 50, Class 1 director, is the president and owner of Cothran Properties, LLC, a real estate
development company in Greenville, South Carolina. He has been with Cothran Properties, LLC since 1986. Mr.
Cothran received his bachelor’s degree in finance and banking from the University of South Carolina in 1980 and is
a licensed real estate broker in the State of South Carolina. He currently serves on the Tax and Legislative
Committee and the National Business Park Forum of the National Association of Industrial and Office Properties
(NAIOP) for which he is also the past chairman. He is also the immediate past president of the state chapter of
NAIOP. He has served on the board of directors of the Greenville Chamber of Commerce, the Chamber of
Commerce’s Ecanomic Development Board, and on the Advisery Board of Greenville National Bank. He currently

serves on the board of directors of General Wholesale Distributors, Inc.

Leighton M. Cubbage, 55, Class Il director, has been the chairman / chief executive officer of Champion
Communications, Inc. since 2004 and was the co-founder, president, and chief operating officer of Corporate




Telemanagement Group in Greenville, South Carolina from 1989 until 1995. Since 1995, Mr. Cubbage has been a
private investor maintaining investment interests in a telecommunications company, a weekly newspaper, car
dealerships, and a trucking company. He is a 1977 graduate of Clemson University with a bachelor’s degree in
political science. Mr. Cubbage was chairman of the Greenville Hospital System board of trustees and was a former
member of the Greenville Technical College Foundation Board. )

David G. Ellison, 58, Class II director, has been a managing director of Northwestern Mutual Financial
Network since 1983. Mr. Ellison is a 1972 graduate of Furman University where he received a bachelor’s degree
and a 1976 graduate of the Clemson-Furman University Program where he received a master in business
administration. Mr. Ellison has served two terms on the board of trustees of Furman University, where he is a
former board chair. He is a past president of both the Furman Alumni Association and Furman Paladin Club. He
has also served on the board of trustees for United Way of Greenville County. He is a prior commissicner of the
Greenville Housing Authority. :

Frederick “Fred” Gilmer, III, 43, is an executive vice president and the senior lending officer of our bank.
He has over 20 years of banking experience. From 1987 until 1999, Mr. Gilmer held various management positions
with Wachovia Bank, N.A., including commercial lending, city executive, and vice president in private banking.
Mr. Gilmer is a 1986 graduate of Clemson University with a bachelor’s degree in management. He is also a
graduate of Leadership Greenville. He has served on the community boards of Bon Secours St. Francis Foundation
and the Metro YMCA, and he is a past chairman of Cleveland Street YMCA. Other activities include Greenville
Chamber of Commerce, United Way loan executive, Greenville Convention and Visitors Bureau, and Rotary Club
of Greenville. He is active at Buncombe Street United Methodist Church, serving in various roles.

Rudolph G. “Trip"” Johnstone, Hlf, M.D., 47, Class I director, is a physician who has practiced with the
Cross Creek Asthma, Allergy, and Immunology medical clinic since 1992. He graduated from Washington & Lee
University in 1982 with a degree in biology and from the Medical University of South Carolina in 1986. Dr.
Johnstone served on the consulting board to Greenville National Bank from 1995 untii 1998. He is on the board of
directors of Allergy Partners, PA and is a past president of the Southeastern Asthma, Allergy, and Immunology

Society.

James B. Orders, 111, 55, Class I director, is the chairman of our board of directors. Since 1986, he has
been the president of Park Place Corporation, a company engaged in the manufacture and sale of mattresses to the
wholesale market. Mr. Orders is chairman of Comfortaire Corporation and a director of Orders Realty Co,, Inc,, a
real estate development and management company that is a wholly-owned subsidiary of Park Place Corporation. He
attended Clemson University from 1970 until 1974. Mr. Orders is a past president of the International Sleep
Products Association, a past president of the Downtown Rotary Club, a past member of the advisory board of
Greenville National Bank and a past member of the advisory board of Carolina First Bank. He currently serves on
the boards of Lay Christian Association and Cox Industries.

R. Arthur “Art” Seaver, Jr., 44, Class I director, is the chief executive officer of our company and our
bank. He has over 21 years of banking experience. From 1986 until 1992, Mr. Seaver held various positions with
The Citizens & Southern National Bank of South Carolina, From 1992 until February 1999, he was with Greenville
Nationa! Bank, which was acquired by Regions Bank in 1998. He was the senior vice president in lending and was
also responsible for managing Greenville National Bank’s deposit strategics prior to leaving to form Greenville First
Bank. Mr. Seaver is a 1986 graduate of Clemson University with a bachelor’s degree in financial management and a
1999 graduate of the BAI Graduate School of Community Bank Management. He is currently on the board of the
Palmetto Society for the United Way, the South Carolina Bankers Association, and the St. Francis Foundation and is
past Chairman of the Community Bankers Counci! of the South Carolina Bankers Association. Past organizations
that he has worked with include Leadership Greenville, the Greenville Chamber of Commerce, the South Carolina
Network of Business and Education Partnership, Junior League, Junior Achievement, the Greenville Convention and
Visitors Bureau, the United Way, and the First Presbyterian Church.

F. Justin Strickland, 44, is president of our company and our bank. He has over 22 years of banking
experience. From 1985 until 1993, Mr. Strickland held various positions with The Citizens & Scuthern National
Bank of South Carolina. -From 1993 until November 2006, he was with Carolina First Bank. From 1999 until
November 2006, he held the position of South Carolina Midlands Market President.  Mr. Strickland is a 1985




+ graduate of the University of South Carolina with a bachelor’s degree in finance and the LSU Graduate School of
Banking of the South in Baton Rouge, Louisiana in 1996, He is the past Chairman of the Greater Columbia
Chamber of Commerce and the Chairman of the SC Bankers Association. He is also chairman of the Finance
Committee of the Children’s Trust Fund of South Carolina. He formerly held the position as treasurer of the Saluda
Shoal Foundation and is a past member of the boards of Columbia Urban League, Palmetto Health Foundation (past
chairman), Junior Achicvement (past chairman), the SC Bankers School (past chairman), and the Boy Scouts —
Indiana Water Council. He is an active member of Saxe Gotha Presbyterian Church, He was a prior Chairman of

"the SC Bankers Association /Young Bankers Division where he received the SC Qutstanding Young Bankers Award
in 1999. He has been a member in the past with the Rotary Club, Sertoma Club, Business Association of Columbia,
Salvation Army,'and the United Way.

" William B. Sturgis, 13, Class I director, held various executive positions with W.R. Grace & Co. from
1984 until his retirement in 1997, including executive vice president of W.R. Grace’s worldwide packaging
operations and president of its North American Cryovac Division. Mr. Sturgis graduated from Clemson University =
in 1957 with a degree in chemical engineering and is a graduate of the Advanced Management Program at Harvard.
He is active with Clemson University, serving on the Foundation Board, the President’s Advisory Council, and the
Engineering and Science Advisory Board, He is a Trustee of the First Presbyterian Church in Greenville.

J. Edward “Eddie” Terrell, 45, is an executive vice president of our bank. He is primarily responsible for
marketing and deposit strategies. He has over 22 years of business experience. He was the co-founder of NewSouth
Communications, Inc. in Greenville, South Carolina from 1997 until 2003 and executive vice president of customer
operations. Mr. Terrell was the executive vice president of customer operations for Corporate Telemanagement
Group in Greenville, South Carolina from 1990 until 1995. From 1995 until 1996, Mr. Terrell was the regional vice
president for customer operations with LCI International. He is a 1984 graduate of The Citadel, with a bachelor’s
degree in English. He serves on the board of the Presbyterian Community Foundation, the Development Councit for
the Children’s Hospital and is.active at First Presbyterian Church and several local community organizations.

Family Relationships. Dr. Rudolph G. Johnstone, 1II, director, is Fred Gilmer, Jr.’s stepson and Fred
Gilmer, 111, executive vice president, is Fred Gilmer Jr.’s son. No other director has a family relationship with any
other director or executive officer of the company.
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The following table shows the compensation we paid to_our three most highly compensated named

Compensation of Directors and Executive Officers

executive officers, mcludmg our chief executive officer, for the years ended December 3 1, 2007 and 2006.

Summary Compensation Table

Change in
Pension Value
E : . vand
Non-Equity Nongualified
Stock Option  Incentive Plan Deferred All Other
. Bonus  Awards Awards Compensation Compensation Compensation
Name and Principal Position Year Salary (U] (2) 3 - (4) Earnings * (&) Total
R. Arthur Seaver, Jr. 2007 % 220,833 $140000 § — 5 — 8 — 3. 18,447 % 38,684 5 417,964
Chief Exccutive Officer of the 2006 171,171 130,000 - — — 8,412 24,898 333,363
Company and the Bank - '
F. Justin Strickland (6) $ 2007 175,000 — 13,519 13,200 120,500 12,546 28,681 363,446
President of the Company 2006 28,494 55,000 — — — — 3,229 86,723
and the Bank
Fred Gilmer, {11 2007 139,000 = — — 96,425 11,557 28,347 275,329
Executive Vice President - *+ 2006, 130,910 _— — — 93,375 5270 19,734 248,589

of the Bank

) Duc to the subjettive nature of Mr, Seavet’s Incentive Plan Compensallon it has been classuﬁed as “Bonus™ for purposcs of thlS table.

2) On January 11, 2007, the Company awarded 2.500 shares of restricted stock to Mr. Strickland. The shares vest in equal annual increments
over 4 years. The weighted average fair value of these restricted shares was 521.63.

Activities — Stock-based Compensation” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2007,

(4) Amounts awarded for each fiscal year under the Southern First Incentive Plan were paid in the subsequent fiscal year.

(3) Seé the-di_scussiori of assumptions used in the valuation of option awards in Note 1, “Summary of Significant Accounting, Policics and

(5) All other compensation includes the following items: (a)} company contributions under the 401(k) Plan, (b) car allowance or value attributable
to personal use of company provided automobiles, (c) club dues, (d} premiums for the portion of the death benefits shared by the company
with the named executive officers pursuant 1o bank owned life insurance and (e} premiums for life, accident and long-term. disability
insurance policies. The amount attributable to each such perquisite or benefit for each named executive officer does not exceed the greater of
$25,000 or ten percent of the total amount of perquisites received by such named executive officer.

{6} Mr. Strickland joined our company in November of 2006.



Employment Agreements

We have entered into an employment agreement with Art Seaver on July 27, 1999, for an annually
renewing three-year term, pursuant to which he serves as the chief executive officer, and a director of both our
company and our subsidiary bank. As of March 26, 2008, Mr. Seaver receives a minimum annual salary of
$240,000, plus his yearly medical insurance premium. He also receives an annual increase in his salary equal to the
previous year's salary. times the increase in the Consumer Price Index during the previous year. The board of
directors may increase Mr. Seaver’s salary above this level, but not below it. He is eligible to receive an annual
bonus of up to 5%-of the net pre-tax income of our bank, if the bank meets performance goals set by the board. He
is also eligible to participate in any management incentive program of the bank or any long-term equity incentive
program and is eligible for grants of stock options and other awards-thereunder. Mr. Seaver was granted options to
purchase ‘a number of shares of common stock equal to 5% of the number of shares sold in our initial public
offering, or 97,875 shares (adjusted for the 3 for 2 stock split and 10 percent stock dividend). These options were
granted in 2000 in connection with the bank’s opening, vested over a five-year period and have a term of ten years.
Additionally, Mr. Seaver participates in the bank’s retirement, welfare, and other benefit programs and is entitled to
a life insurance policy and an accident liability policy and reimbursement for automobile expenses, club dues, and
travel and business expenses. '

Mr. Seaver’s employment agreement also provides that following termination of his employment and for a
period of 12 months thereafter, he may not (a) compete with the company, the bank, or any of its affiliates by,
directly or indirectly, forming, serving as an organizer, director or officer of, or consultant to, or acquiring or
maintaining more than 1% passive investment in, a depository financial institution or holding company thereof if
such depository institution or holding company has one or more offices or branches within radivs of thirty miles from
the main office of the company or-any branch office of the company, (b) solicit major customers of the bank for the
purpose of providing financial services, or (c) solicit employees of the bank for employment. If Mr. Seaver
terminates his employment for good cause as that term is defined in the employment agreement or if he is terminated
following a change in control of Southern First Bancshares as defined in the agreement, he will be entitled to
severance compensation of his then current monthly salary for a period of 12 months, plus accrued bonus, and all
outstanding options and incentives shall vest immediately.

We also entered into employment agreements on April 1, 2004 with Jim Austin to serve as chief financial
officer and an executive vice president of our company and the bank, Fred Gilmer, IIl to serve as an executive vice
president of the bank, and Eddie Terrell to serve as an executive vice president of the bank. In addition, we entered
into an employment agreement on November 2, 2006 with Justin Strickland to serve as President of our company.
Each agreement has a term ending on January 31, 2010. At the end of January 2009, and on the last day of January
each year thereafier, the term will be extended by one year so that the remaining term will continue to be two years.
As of March 26, 2008, Messrs. Strickland, Austin, Gilmer, and Terrell are paid a salary of $200,000, $166,000,
152,500, and $148,000, respectively, which may be increased annually by the board of directors. They are also
eligible to participate in any of our pension, profit sharing, bonus, life insurance, hospitalization, major medical, and
other employee benefit plans and programs. In addition, Messrs. Austin, Gilmer and Terrell are each entitled to
receive either an automobile owned or leased by us or an automobile allowance of $700 per month while Mr.
Strickland receives an automobile allowance of $750.

Each employment agreement also provides that during the term of employment and for a period of 12
months following termination, Messrs. Austin, Gilmer, Terrell, and Strickland may not (a) compete with us by,
directly or indirectly, forming, serving as an organizer, director or officer of, employee or agent, or consultant to, or
acquiring or maintaining more than a 1% passive investment in, a depository financial institution or holding
company thereof if such depository institution or heolding company has one or more offices or branches within 30
miles of our main office or any other offices, (b) solicit our clients with which they had contact in connection with
products and services provided by us for the purpose of providing financial services, or (c) solicit our employees. If
Messrs. Austin, Gilmer, Terrell, or Strickland terminate their employment for good reason or if they are terminated
following a change in control of our company, they will be entitled to severance compensation of their then current
monthly salary for a period of 12 months, plus acerued bonus, and al} outstanding options and incentives will vest
immediately.




Qutstanding Equity Awards at Fiscal Year-End

The following table shows the number of shares covered by both exercisable and non-exercisable options
owned by the individuals named in the Summary Compensation Table as of December 31, 2007, as well as the
related exercise prices-and expiration dates. Options are granted pursuant to the Plan. - -

. 1
-

Option Awards ' . - . Stock Awards
. ' Market
0 Number of Value of.
Shares or. - Shares or
. . Units of Units of
Option Option - Stock that . Stock that.
‘ Non- , Exercise  Expiration  Have not Have not
Name . Exercisable Exercisable(l).  Price - Date Vested(2) Vested
R. Arthur Seaver, Jr. « 94875 . — § 606 - 3/21/2010 — —
F. Justin Strickland 2,500 7,500 2170 11/10/2016 2,500 34,250
Fred.Gilmer, il 8,250 — 6.06 3/21/2010 — —
S C 4,125 — 6.06 2/20/2011 . —_— e
‘ w 6,600 .= 6.38 1/15/2012 — D —
8,250 — 7.79 - 1/21/2013: — -

8,250 . — 16.36 .1/20/2014 - —
P o ot
(1} Mr.lStrickland's unvested options that expire on November 10, 2016 vest equally over three years beginning on November 10,
2008. . ) :

' .k *
(2) Mr. Stricktand's unvested shares of stock vest equally over four years beginning on January i1, 2008.




Director Compensation

The following table shows the fees paid to each of our non-employee directors for board meeting and
committee meeting attendance in 2007. None of our non-employee directors received any stock awards or options,
non-equity incentive plan compensation, deferred compensation or any other compensation for the year ended
December 31, 2007.

Fees
Earned or
Paid in

Name . Cash
Andrew B. Cajka, Jr. h) 16,600
Mark A. Cothran 12,100
Leighton M. Cubbage 9,500
Anne S. Ellefson 13,500
David G. Ellison 12,500
Tecumseh Hooper, Jr. 13,500
Rudolph G. Johnstone, 111 11,500
James B. Orders, {11 15,900
William B. Sturgis 8,700
5 113,800

In 2007, we paid each of our nine non-employee directors $500 for each board meeting they attended and
$500 for each committee meeting they attended. Beginning in 2008, we plan to pay our outside directors $550 for
each board meeting they attend and $550 for each committee meeting they attend. In addition, the chairmen of the
board and committees are paid an additional $100 for each meeting they attend.



General

Security Ownership of Certain
Beneficial Owners and Management

The following table shows how much common stock in the company is owned by the directors, certain

executive officers, and owners of more than 5% of the outstanding common stock, as of March 26, 2008, Unless
otherwise indicated, the mailing address for each beneficial owner is care of Southern First Bancshares, Inc., 100
Verdae Boulevard, Suite 100, Greenville, South Carolina 29607.

Number of Right Percentage of
Shares To - Beneficial
Name Owned(1) Acquire(2) Ownership(3)

James M. Austin, 111 20,950 41,250 2.06 %
Gwen G. Bridges — 1,650 0.06 %
Andrew B. Cajka, Jr. 16,500 8,250 0.83 %
Mark A, Cothran 72,023 — 2.42 %
Leighton M. Cubbage 127,870 66,000 6.38 %
Anne S. Ellefson 10,670 — 0.36 %
David G. Ellison 24,856 — 0.84 %
Fred Gilmer, Jr. 39,745 19,572 1.98 %
Fred Gilmer, 111 3,300 35475 1.20 %
Tecumseh Hooper, Jr. 21,450 12,375 1.13 %
Rudolph G. Johnstone, 111 19,340 8,745 0.94 %
James B. Orders, 111 T 41,417 16,500 1.94 %
R. Arthur Seaver, Jr. 19,800 104,775 4.05%
F. Justin Strickland 5,100 ’ 2,500 0.26 %
William B. Sturgis 9,858 44,500 1.80 %
J. Edward Terrell 4,057 16,500 0.69 %
All directors and executive officers

as a group (16 persons) 436,936 378,092 24.31 %
) Includes shares for which the named person has sole voting and investment power, has shared voting and

2)

(3)

investment power with a spouse, or holds in an IRA or other retirement plan program, unless otherwise
indicated in these footnotes.

Includes shares that may be acquired within 60 days of the date of this prospectus by exercising vested stock
options and warrants but does not include any unvested stock options or warrants. Eachi of the following
directors served as an organizer of our bank: Andrew B. Cajka, Jr., Mark A. Cothran, Leighton M, Cubbage,
Fred Gilmer, Jr., Tee Hooper, Jr., Trip Johnstone, LI, James B. Orders, I1I, R. Arthur Seaver, Jr., and William
B. Sturgis. Each of these directors received a warrant to purchase one share of common stock at a purchase
price of $6.06 per share for every two shares purchased by that individual in our initial public offering as
compensation for the risks taken in forming the bank, including their personal guarantees of the original line
of credit. These warrants cover an aggregate of 175,943 and are exercisable until January 10, 2010. For Jim
Austin, Gwen Bridges, Fred Gilmer, Jr., Fred Gilmer, 1i], Art Seaver, and Justin Strickland, the right to
acquire column includes employee stock options to purchase 41,250 shares, 1,650 shares, 9,900 shares, 37,975
shares, 94,875 shares, and 2,500 shares, respectively.

For each individual, this percentage is determined by assuming the named person exercises all options and
warrants which he or she has the right to acquire within 60 days, but that no other persons exercise any
options or warrants. For the directors and executive officers as a group, this percentage is determined by
assuming that each director and executive officer exercises all options and warrants which he or she has the
right to acquire within 60 days, but that no other persons exercise any options or warrants. The calculations
are based on 2,974,706 shares of common stock outstanding on March 26, 2008.




Meetings and Committees of the Board of Directors

During the year ended December 31, 2007, the board of directors of the company held 12 meetings and the
board of directors of the bank held 12 meetings. All of the directors of the company and the bank attended at least
75% of the aggregate of such board meetings and the meetings of each committee on which they served except for
Mr. Ellison and Dr, Johnstone who each attended one of the two Personnel Committee meetings held during 2007,

+ Although we'do not have a formal policy regarding attendance by members of the board of directors at our

annual shareholders meetings, directors are encouraged to attend the annual meeting of Southern First Bancshares,
Inc. All directors were present at the 2007 annual meeting of shareholders.

-+ - Board.Independence . . e o
Mr. Cajka, Mr. Cubbage, Ms. Ellefson, Mr. Ellison, Mr. Hooper, Mr. Orders and Mr. Sturgis are
“independent” directors, based upon the independence criteria set forth in Rule 4350 of the corporate governance
listing standards of The NASDAQ Stock Market.
Communications with Shareholders

Our board of directors has implemented a process for shareholders of the company to send communications
to the board. Any shareholder desiring to communicate with the board, or with specific individual directors, may so

.do by writing to the secretary of the company, at Southemn First Bancshares, Inc., 100 Verdae Boulevard, Suite 100,

Greenville, South Carolina 29607. The secretary has been instructed by the board to promptly forward all such
communications to the addressees indicated thereon.

Committees of the Board of Directors

The company’s board of directors has appointed four committees, including an audit, personnel,
nominating, and finance committee.

Audit Commlttee ' ' ’ ' ‘ ‘

g )

The audit committee is composed of Mr. Ca_|ka Mr. Hooper, Ms. Ellefson, Mr. Sturgis, and Mr, Cubbage.
Each of these members is considered “independent” under Rule 4350 of the corporate governance listing standards
of The NASDAQ Stock Market. The audit committee met seven times in 2007. -

None of the current members of the audit committee nor any other member of our board qualifies as an
“audit committee financial expert” as defined under the rules of the Securities and Exchange Commission. As a
relatively small public company, it is difficult to identify qualified candidates who meet all of the qualification of a
audit committee financial expert and are willing to serve on our board. - At the present, we do not know if or when
we will appoint a new board member that qualifies as an audit committee financial expert.

Although none of the members of our audit committee qualify as "financial experts" as defined in the SEC
rules, each of our audit committee members has made valuable contributions to the company and its sharcholders as
members of the audit committee. The board has determined that each member is fully qualified to monitor the
performance of management, the public disclosures by the company of its financial condition and performance our
internal accounting operations, and our independent auditors,

" The audit committee functions are‘set forth in its charter, which was adopted on September 19, 2000 and
later amended on June 15, 2004. A copy of the audit committee charter is available on our website,
www.southernfirst.com. The audit committee has the responsibility of reviewing financial statements, evaluating
internal accounting controls, reviewing reports of regulatory authorities, and determining that all aundits and
examinations required by law are performed. The committee’ recommends to the board the appointment of the
independent auditors for the next fiscal year, reviews and approves the auditor’s audit plans, and reviews with the
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independent auditors the results of the audit and management’s responses. The audit committee is responsible for
overseeing the entire audit function and appraising the effectiveness of internal and extemal audit efforts. The audit
committee reports it findings to the board of directors.

Personnel Committee

]

The personnel committee, which we also refer to as the compensation committee, was composed of Mr.
Sturgis, Mr. Cothran, Mr. Cubbage, Dr. Johnstone, Mr, Ellison, and Mr, Orders during 2007. Mr. Sturgis, Mr.
Cubbage, Mr. Ellison, and Mr. Orders are each considered “independent” under Rule 4350 of corporate governance
listing standards of The NASDAQ Stock Market, and Mr. Cothran and Dr. Johnstone are not considered to be
independent. Qur entire board of directors, including a majority of independent directors, considers and approves all
matters recommended by the personnel committee. The personnel committee met two times in 2007. The personnel
committee has the responsibility of annually reviewing all benefit plans of the bank as well as the performance of the
chief executive officer. Beginning in 2008, Mr. Cothran and Dr. Johnstone are no longer members of the personnel
committee.

The personnel committee of the board of directors recommends all compensation and awards to executive
and sentor officers, which includes the chief executive officer, president, four executive vice presidents, and eight
senior vice presidents, to the entire board of directors for approval. Generally, on its own initiative the Personnel
Committee reviews the performance and compensation of the chief .executive and president and, following
discussions with those individuals and, where it deems appropriate, Benmark or another appropriate compensation
advisor, assist in determining their compensation levels. For the remaining executive and senior officers, the chief
executive officer makes recommendations to the Personne!l Committee that generally, with minor adjustments, have
been approved. With respect to equity compensation awarded to others, the Personnel Committee, withthe approval
of the entire board of directors, grants restricted stock, generally based upon the recommendation of the chief
executive officer, and has delegated option granting authority for non-executive officers to the chief executive
officer.

A copy of the personnel committee charter is available on our website, www.southernfirst.com.

Finance Committee

The finance committee is composed of Mr. Orders, Mr, Cajka, Mr, Cothran, Mrs. Ellefsen, Mr. Ellison, Mr.
Gilmer, Mr. Hooper, Dr. Johnstone and Mr. Seaver. The finance committee met 12 times in 2007. The finance
committee has the responsibility of reviewing the loan policy, mvestmem policy, and the bank’s asset/liability
structure.

. . '
1

Nominatin'g Committee

During 2007, the nominating committee was composed of Mr. Cothran, Dr. Johnstone, and Mr. Cajka. Mr.
Cajka is considered “independent” under Rule 4350 of the corporate governance listing standards of The NASDAQ
Stock Market. The nominating committee met once in 2007.- The nominating committee recommends nominees for
election to the board. The board of directors, including a majority of the independent directors, selects the nominees
for election to the board. The nominating committee for 2008, which nominated the class of directors for re-election
in 2008, consists of Mr. Cubbage, Mr. Ellison, Mr. Orders and Mr. Sturgis. Each of these directors is considered
independent under the standards of the NASDAQ Stock Market. On June 15, 2004, we adopted a format
nominating committee charter which is available on our website, www_southernfirst.com.

For directors previously elected by shareholders to serve on the board and whose terms of service are
expiring, the nominating committee considers whether to recommend to the board the nomination of those directors
for re-election for another term of service. The nominating committee also considers whether to recommend to the
board the nomination of persons to serve as directors whose nominations have been recommended by shareholders.

Any shareholder may recommend the nomination of any person to serve on the board. Our policy is to
require a shareholder to submit the name of the person to our corporate secretary in writing no later than (i) with
respect to an election to be held at an annual meeting of shareholders, 90 days in advance of such meeting; and (ii)
with respect to an election to be held at a special meeting of shareholders for the election of directors, no more than
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seven days after notice of the special meeting is given to shareholders. Each notice must set forth: (i) the name and
address of the shareholder who intends to make the nomination and of the person or persons to be nominated; (i) a
representation that the shareholder is a holder of record of stock of the company entitled to vote at such meeting and
intends to appear in person or by proxy at the meeting to nominate the person or persons specified in the notice; (iii)
a description of all arrangements or understandings between the shareholder and each nominee and any other person
ot persons (naming such person or persons) pursuant to which the nomination or nominations are to be made by the
shareholder; (iv) such other information regarding each nominee proposed by such shareholder as would be required
to be included in a proxy statement filed pursuant to-the proxy rules of the Securities and Exchange Commission,
had the nominee been nominated, or intended to be nominated, by the board of directors; and (v) the consent of each
nominee to serve as a director of the company if so elected. The chairman of the meeting may refuse to
acknowledge the nomination of any person not made in compliance with the foregoing procedure.

The nominating committee considers a number of factors in determining whether to recommend to the
board the nomination of any person for election as a director. While no single factor is determinative, the following
factors are considered by the nominating committee in considering any potential nominee;

» educational background, work experience, business acumen,

ability to grasp business and financial concepts, knowledge or experience related to banking or

financial services,

previous service on boards (particularly of public companies),

willingness and ability to devote time and energy to the duties of a director,

a desire and ability to help enhance shareholder value,

reputation in the community,

character,

whether the nominee has any history of criminal convictions or violation of SEC rules,

actual or potential conflicts of interest, and

any other factor that the noniinating committee considers relevant to a person’s potential service on the
~ board of directors.

*® & & » ¢ 0 °

The board of directors also considers the foregoing criteria in determining whether to nominate any person
for election by the shareholders.

In determining whether to nominate any person for election by the shareholders, the board assesses the
appropriate size of the board of directors, consistent with our bylaws, and whether any vacancies on the board are
expected due to retirement or otherwise. If vacancies are anticipated, or otherwise arise, the board will consider
various potential candidates for director recommended by the nominating commitice. Candidates may come to the
attention of the nominating committee or board through a variety of sources including, but not limited to, current
members of the board, shareholders, or other persons. The nominating committee and board of directors consider
properly submitted recommendations by shareholders who are not our directors, officers, or employees on the same
basis as candidates recommended by any other person.

We do not pay a third party to assist in identifying and evaluating candidates.
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Report of the Audit Committee of the Board

The report of the audit committee shall not be deemed incorporated by reference by any general statemient
incorporating by reference this proxy statement into any filing urider the Securities Act of 1933 or the Securities
Exchange Act of 1934, except to the extent that the company specifically mcorporates the mformatlon contained in
the report by reference, and shall not be deemed filed under such dcts.

The audit committee reviewed and discussed with management the audited financial statements. The audit
committee discussed with the independent auditors the matters required to be discussed by the Statement-on
Auditing Standards No, 61, The audit committee received from the independent.auditors the written disclosures and
the letter required by the Independence Standards Board Standard No. 1 (“Independence Discussions with Audit
Committees™) and discussed with the independent auditors the independent auditor’s independence from the
company and its management. In reliance on the reviews and discussions referred to above, the audit committee
recommended to our board of directors that the audited financial statements be included in our Annual Report on
SEC Form 10-K for the fiscal year ended December 31, 2007 for filing with the SEC.

The report of the audit committee is included herein at the direction of its members Mr. Cajka, Mr. Hooper,
Mrs, Ellefson, Mr. Sturgis, and Mr. Cubbage.

Independent Certified Publi¢ Accountants’

Elliott Davis, LLC was our auditor during the fiscal year ended December 31, 2007. A representative of
Elliott Davis, LLC will be present at the annual meeting and will be available to resporid to appropriate questions
and will have the opportunity to make a statement if he or she desires to do so. The following table shows the fees
that we paid for services performed in fiscal years ended December 31, 2007 and 2006: . .

. Years Ended December 31,

2007 2006

Audit Fees | § 61200 § 42350
Other Fees 3,170 6,200
Tax Fées S i 6410 3,550
Total $ 70,780 $ 52,100

Audit Fees. This category includes the aggregate fees bllled for professmnal services rendered by the independent
auditors during the company’s 2007 and 2006 fiscal years for the audit of the company’s. consolidated annuai
financial statements and quarterly reports on Form 10-Q.

Other Fees. This category includes the aggregate fees billed for non-audit services, exclusive of the fees disclosed
relating to audit fees, during the fiscal years ended December 31, 2007 and 2006. Other fees in 2007 consist
primarily of 401(k) plan services. Other fees in 2006 consist primarily of fees related to 401{(k) plan services and
consultation regarding the company’s purchase of the main office building and preparation of Consent Letter related
to the company filing SEC Form 8-8.

Tax Fees. This category includes the aggregate fees billed for tax services rendered in the preparation of federal and
state income tax returns for the company and its subsidiaries.

Oversight of Accountants; Approval of Accounting Fees. The board of directors approves an annual budget for
professional audit fees that includes all fees paid to the independent auditors.




Compensation/Benefits Committee Interlocks and Insider Participation.

Our board of directors had a personnel committee composed of Messrs. Cothran, Cubbage, Ellison, Orders
and Sturgis during 2007. No member of the personnel committee was an officer or employee of the company or any
of its subsidiaries during the year ended December 31, 2007 or was formerly an officer or employee of the company
or any of its subsidiaries, or had any relationship otherwise requiring disclosure. OQur Chief Executive Officer,
however, did participate in deliberations regarding other executive officers. He was not involved in any decisions
regarding his own compensation.

Certain Relationships and Related Transactions

We enter into banking and other transactions in the ordinary course of business with our directors and
officers of the company and the bank and their affiliates. Our policies and procedures related to these transactions
are not in writing, but are reflected by our course of conduct. It is our policy that these transactions be on
substantially the same terms (including price, or interest rates and collateral) as those prevailing at the time for
comparable transactions with unrelated parties. We do not expect these transactions to involve more than the
normal risk of collectibility nor present other unfavorable features tous, Loans to individual directors and officers
must also comply with our bank's lending policies and statutory lending limits, and directors with a personal interest
in any loan application are excluded from the consideration of the loan application. We intend for all of our
transactions with our affiliates to be on terms no less favorable to us than could be obtained from an unaffiliated
third party and it is our policy that they be approved by a majority of disinterested directors.

Interests of Management and Others in Certain Transactions

. On September 20, 2005, the bank entered into a ten year, five month lease with various renewal options
on its new main office building. The company moved the corporate office and branch operation, to the new leased
space in the first quarter of 2007. Mr. Cothran, a director of the bank and real estate developer by occupation,
assisted the bank in the negotiation of the lease. The lessor paid Mr. Cothran a leasing agency fee of $164,414, of
which $82,207 was paid in 2005 and the remainder in 2007 when the bank occupied the building.

The bank also has a land lease with Mr. Cothran on the property for a branch office, with monthly
payments of $4,804. In addition, the bank had various consulting agreements with the director for development,
administration and advisory services related to the purchase of property and construction of current and future
branch office sites, During 2005, the bank paid the director $40,000 under these agreements. Beginning in 2006,
the bank has also contracted with Mr. Cothran on an annual basis to provide property management services for each
of its branch offices. The bank paid Mr. Cothran approximately $19,000 for these services durmg 2006 and $41,000
during 2007.

The bank is of the opinion that the lease payments and consulting fees paid to Mr. Cothran represent
market costs that could have been obtained in similar “arms length” transactions.

On July 28, 2006, the bank purchased $5.0 million of bank owned life insurance from Northwesterm
Mutual Insurance Company. The purchase was made through an agency that is owned by director, David Ellison.
Mr. Ellison received a commission of $60,000. - At approximatély the same time, the bank purchased a $3.0 million
bank owned life insurance policy from an independent third party. The terms and conditions of both the $5.0
million and $3.0 million insurance policies are substantially the same. Therefore, management believes that the $5.0
million policy was obtained at a cost that was consistent with the cost in a similar “arms length” transaction. This
transaction was approved by our personnel committee, with Mr. Elllson abstaining from the decision, and then
ratified by the board of directors.

“In January 2008, the bank entered into a commitment with a company partially owned indirectly by
James B. Orders, Iil, one of the Bank’s directors. John Orders and David Orders, who are siblings of James B.
Orders, [II, indirectly own the remaining interest in the company. James B. Orders, 11l and these siblings are
involved in the management of the parent company. The bank has committed to pay the company a development
fee up to $550,000 in three annual installments related to the development and construction of the Company’s
regional headquarters in Cayce, South Carolina. The bank paid the first installment of approximately $189,000 in
January 2008. The bank is of the opinion that the development fees represent market costs that could have been
obtained in similar “arms length™ transactions.
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‘Compliance with Section 16{a) of the Securities Exchange Act of 1934

As required by Section 16(a) of the Securities Exchange Act of 1934, our directors and executive officers
and certain other individuals are required to report periodically their ownership of our common stock and any
changes in ownership to the SEC. Based on a review of Forms 3, 4, and 5 and any representations made to us, it
appears that all such reports for these persons were filed in a timely fashion during 2007, except that a Form 4 was
filed after the two day required period for Messrs. Cubbage, Strickland, and Terrell and two Form 4s were filed after
the required period for Mr. Ellison due to untimely notifications of the transactions.

Code of Ethics

We expect all of our emplovees to conduct themselves honestly and ethically, particularly in handling
actual and apparent conflicts of interest and providing full, accurate, and timely disclosure to the public.

We have adopted a Code of Ethics that is specifically applicable to our senior management and financial
officers, including our principal executive officer, our principal financial officer, and our principal accounting
officer and controllers. A copy of this Code of Ethics is available without charge to shareholders upon request to the
secretary of the company, at Greenville First Bancshares, Inc., 100 Verdae Boulevard, Suite 100, Greenville, South
Carolina 29607,

Equity Compensation Plan Information

The following table sets forth equity compensation plan information at December 31, 2007. The number of
shares and the exercise prices for options and warrants has been adjusted for the 3 for 2 stock split in 2003 and the
subsequent 10% stock dividend in 2006.

Weighted- Number of securities
Number of securities average remaining available for
to be issued exercise price of future issuance under
upon exercise of outstanding equity compensation plans (c)
outstanding options, options, warrants {excluding securities
Plan Category warrants and rights (a)  and rights (b) reflected in column(a})
Equity compensation plans
approved by security holders
Stock options (1) 268,139 5 8.76 143,199
Restricted stock 2,500 21.63 8,500
Equity compensation pians not
approved by security holders(2) 204,192 S 6.06 -
Total 474,831 S 7.67 151,699

(1) The number of shares of common stock available under the 2000 Greenville First Bancshares, Inc. Stock
Incentive Plan automatically increases each time we issue additional shares so that it continues to equai 15% of
our total outstanding shares. Our board of directors has approved 436,424 shares of common stock to be issued
as stock options.

(2) Each of our organizers received, for no additional consideration, a warrant to purchase one share of common
stock for $6.06 per share for every two shares purchased during our initial public offering. The warrants are
represented by separate warrant agreements. One third of the warrants vested on each of the first three
anniversaries of the date of our initial public offering, and they are exercisable in whole or in part during the ten
year period following that date. The warrants may not be assigned, pledged, or hypothecated in any way. The
204,192 of shares issued pursuant to the exercise of such warrants are transferable, subject to compliance with
applicable securities laws. 1f the South Carolina Board of Financial Institutions or the FDIC issues a capital
directive or other order requiring the bank to obtain additional capital, the warrants will be forfeited, if not
immediately exercised.

16



Shareholder Proposals for the 2009 Annual Meeting of Shareholde:rs

If sharcholders wish a propesal to be included in our proxy statement and form of proxy relating to the 2009
annual meeting, they must deliver a written copy of their proposal to our principal executive offices no later than
December 12, 2008. To ensure prompt receipt by the company, the proposal should be sent certified mail, retumn
receipt requested. Proposals must comply with our bylaws relating to shareholder proposals in order to be included in
our proxy materials.

It is our policy that any sharcholder proposal to be made at an annual meeting, but which is not requested to
be included in the our proxy materials, must be delivered to the secretary of the company between 30 and 60 days
prior to the annual meeting; provided, however, that if less than 31 days’' notice of the meeting is given to
sharcholders, the notice must be delivered within 10 days following the day on which notice of the meeting was
mailed to shareholders.

April 11, 2008




